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Standardization of Accounting Forms and Methods 
By H. C. Benttey, C.P.A. 


SECOND ARTICLE 


IMPORTANCE OF MAKING A BALANCE SHEET UNDERSTANDABLE 


A balance sheet of a mercantile business should exhibit its 
financial condition according to such an arrangement of its assets, 
liabilities, and net worth, as will make it equally useful to stock- 
holder, banker, credit-man, financial statistician, etc. 

It is generally understood that a banker, or credit-man, is pri- 
marily interested in the current assets and liabilities, but this does 
not imply that he disregards altogether the equity in fixed assets. 
He may discount the values at which tangible fixed assets are 
stated, but his conclusions will be influenced by the details given 
with respect to the bases employed in arriving at the balance 
sheet values. If he cannot ascertain if provision has been made 
for depreciation and obsolescence of wasting fixed assets, if per- 
manent investments are carried at conservative values, if good 
will is merged with tangible fixed assets and its identity thus 
hidden, if provision is made for the shrinkage of current assets— 
if such a shrinkage has taken place—he must be very arbitrary 
in drawing his conclusions from such meager data. He cannot 
be expected to accept in lieu of the details necessary to a clear 
understanding of the balance sheet values, the certificate of a 
firm of certified public accountants, setting forth the fact that 
“in our opinion the balance sheet exhibits the true financial con- 
dition,” etc. A balance sheet should not be a photograph of an 
accountant’s opinion, but rather a photograph of the facts upon 
which his opinion is based. If the photograph lacks the details 
which are necessary to an understanding of its contents, one is 
justified in concluding that there is an undisclosed reason for 
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the omission of such details, or that the accountant is not prov- 
ing his case, or that the accountant desires to have his opinion 
accepted without investigation—in which case it is almost su- 
perfluous to submit any figures (and in some cases the omission 
of figures would not lessen the value of published balance sheets). 
An accountant who affixes his certificate to a balance sheet for 
publication has no right to take refuge behind a carefully worded 
certificate that, in its last analysis, means that he is absolved from 
all responsibility as to some or all of the balance sheet values, 
unless he clearly qualifies his certificate by showing for which 
of the values he is not responsible, and how they are reached. 
Those who have occasion to examine certified balance sheets may 
not weigh every word in the certificate of an accountant. They 
are apt to accept a balance sheet for what it states. Lack of 
essential detail in the balance sheet, or in the accountant’s re- 
port, is therefore equivalent to misrepresentation. The writer 
believes that many certified balance sheets now being circulated 
are misleading, and practically worthless for statistical purposes. 
No doubt the accountants who certify such statements would lose 
the engagements if they insisted upon including the details nec- 
essary to a complete understanding of the balance sheet vaiues— 
that is, how they are obtained. If an accountant, in order to 
secure or retain an engagement, affixes his qualified certificate 
to a balance sheet and omits, from both balance sheet and cer- 
tificate, information that is essential to an understanding of how 
the balance sheet values are obtained, he is selling certificates 
rather than exercising the function of a professional accountant. 
The great majority of public accountants deplore such practice; 
and carefully guard against attaching their name to a balance 
sheet that is clothed in obscurity; they also appreciate the moral 
and professional responsibilities which the professional account- 
ant assumes in his relation to the stockholders, bondholders, etc. 
It is only necessary for those who are overlenient in bending to 
the wishes of the management that desires to withhold facts, or 
get by with a half-told story, to refuse to certify in any form to 
such balance sheets in order to force a change in the policy of 
the management, or prevent the subsequent issue of such certified 
balance sheets. 

If in published balance sheets the assets and liabilities could 
be arranged consistently, and if sufficient details regarding the 
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bases employed in arriving at the values of assets could be shown 
either on the balance sheet or elsewhere in the accountant’s re- 
port, we would no longer hear the complaint, from those thor- 
oughly capable of comprehending understandable balance sheets, 
that many certified balance sheets are impossible to decipher ; that 
they are a mere mass of figures conveying no valuable informa- 
tion to the inquiring mind. 


4 


, 


ARRANGEMENT OF CONDENSED BALANCE SHEETS 


Although it is hard to find two balance sheets certified to by 
different accountants that exactly agree in the arrangement of 
assets and liabilities, there appear to be two distinct methods, 
varying somewhat, but sufficiently consistent in their application 
to establish these two general principles—which will be desig- 
nated as Arrangement A and Arrangement B :— 


ARRANGEMENT A 














ASSETS 


CURRENT: 
In the order of their availability, 
or liquidity. 


FIXED: 
Tangible first followed by intan- 
gible. 


DEFERRED CHARGES TO PROFIT AND 
Loss: 
(These items are sometimes placed 
after the current assets.) 


LIABILITIES 


CURRENT: 
In the order of their liquidity. 
Items accrued. 


FIXED: 
Bonds, mortgages, etc. 


CAPITAL STOCK: 
Par value of shares issued and out- 
standing. 


RESERVES: 

Other than negative reserves. 
(Sometimes these precede capital 
stock.) 


SURPLUS: 
Undivided surplus. 


ARRANGEMENT B 


ASSETS 


FIXED: 

Tangible first followed by intangi- 
ble. (This order is sometimes re- 
versed.) 


DEFERRED CHARGES TO PROFIT AND 
Loss: 
(These items sometimes appear 
st on the asset side.) 


LIABILITIES 


CAPITAL STOCK: 


Par value of shares issued and out- 
standing. 


FIXED: 


Bonds, mortgages, long-term notes, 
etc. 
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ASSETS (continued) 
CURRENT: 

With the least liquid first, the most 
liquid—-Cash—appearing last. (The 
order of the fixed assets, and the de- 
ferred charges, remain unchanged 
whether arrangement ‘‘A’”’ or ‘“‘B”’ is 
used, but in the case of current assets 
the order used in arrangement ‘“‘A”’ 
is reversed when used in arrangement 
““B"’. The writer has never heard of 
a logical reason for this reversing of 
current assets. Merely because they 
follow rather than precede fixed as- 
sets is no reason for reversing their 
order. The two classes of assets are 
quite distinct.) 


LIABILITIES (continued) 


CURRENT: 

(Although the current assets under 
arrangement ‘‘B’’ are shown in a 
reverse order from arrangement “A’’, 
the current liabilities are usually 
shown in the same order under either 
arrangement.) 


RESERVES: 
Reserves that are not negatives. 


SURPLUS: 
Undivided, or unappropriated, sur- 
plus. 


A study of the two arrangements as briefly outlined in- 
dicates that no well defined theory can be propounded in justi- 


fication of such arrangements. 


There is a lack of consistency 


that makes any attempt at fixed principles both illogical and con- 


fusing. 


The writer favors the first arrangement, but considers that 
the second one can be made as useful and clear by being re- 


arranged as follows: 


ASSETS 


FIXED: 
Tangible. 
Intangible. 


CURRENT: 
In the order of their liquidity. 


DEFERRED CHARGES TO PROFIT AND 
Loss: 


LIABILITIES 


FIXED: 
Bonds. 
Mortgages. 


CURRENT: 
In the order of their liquidity. 
Items accrued. 


CAPITAL STOCK: 


RESERVES: 
Other than negative reserves. 


SURPLUS: 
Undivided surplus (properly elabo- 
rated). 


The foregoing suggested rearrangement of the form desig- 

















nated as arrangement “ B” provides for placing fixed assets and 
liabilities ahead of the current assets and liabilities, but in car- 
rying out this reversal of the position of fixed and current items 
their order is not disturbed. Hence a balance sheet made up 
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according to this suggested arrangement is just as clear and use- 
ful to a banker, financial statistician, or credit-man, as one that 
shows the current items ahead of the fixed,—because the par- 
ticular class of assets and liabilities in which such men may be 
particularly interested remains unchanged as to order. It is the 
shifting of order and changing of sub-headings that confuse. 

The form of balance sheet which is a part of the credit state- 
ment adopted by the American Bankers’ Association, the New 
York State Bankers’ Association, and other state bankers’ asso- 
ciations, is arranged as follows: 





ASSETS LIABILITIES 

OS ere ere Pee ee eee eee re $xx 

Bills receivable (net). ee: ae ll OE xx 

Accounts receivable (net). . “2. ER a AE xx 

eee ax Bonded Gepte.... 2.20.2 ci nce. xx 

SE Re AE. geen 2S) TI 4 sicko hgeiido't sercick os ae xx 

RS Ey set, 3? xx Accrued liabilities.............. xXx 
Machinery—fixtures........... XX 

erry ore et Se TO I 6%...» 60s Seivwcss xx 

i ee ee ee rere xx 

Surplus—profits............... Xx 

SR a eee ges xXx 

$xx $xx 


The supplementary data required is, generally speaking, only 
such as should be disclosed by a detailed audit report. Hence 
the bankers are asking only for a full and fair report, so ar- 
ranged as to be of greatest usefulness to them. The supple- 
mentary data required on the short form of credit statement is 
shown on pages 166 and 167. 

The credit-man wants a report such as the banker wants. 

The stockholders, bondholders and financial statisticians would 
be satisfied with an understandable balance sheet arranged along 
the lines of the form shown above, but possibly for their pur- 
pose it is desirable to present the permanent assets and liabilities 
first, followed by the current assets and liabilities. This is, the 
writer believes, purely a matter of personal choice. Some ac- 
countants prefer the latter arrangement while others prefer an 
order of arrangement similar to the one adopted by the American 
Bankers’ Association. 

The ideal arrangement is one that will embody all the advan- 
tages of the two general forms, and this may be accomplished 
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by a slight compromise on the part of those who show the per- 
manent assets above the current assets. 

The writer submits hereunder an outline of a condensed bal- 
ance sheet for mercantile businesses, arranged in two different 
ways :— 

First ARRANGEMENT 


Outline of arrangement suggested by the writer, conforming 
very closely to the arrangement adopted by the American 
Bankers’ Association. 


NAME OF COMPANY 
EXHIBIT A 
BALANCE SHEET—DECEMBER 31, IQII 


ASSETS 
CURRENT ASSETS: 
ee a clin. he 6 ad Dn Ge oneal’ $xxx 
Accounts receivable............ = enlee adnate eetbeas $xxx 
Less: 
Reserve for doubtful accounts................... xx XXX 





EE NE ET OT RT XXX 
Merchandise inventories (cost).................... XXX 
Less: 

Reserve for difference between cost and market values xx xxx $xxx 








INVESTMENTS: 
Marketable securities (market value or below)...... XXX 
Vacant and income properties held as investments 
GRE i GOR he A ARR | Sudbids XXX XXX 





SINKING Funp: 
With trustee for redemption of bonds. .......... _ XXX 


PERMANENT HOLDINGs: 
Stocks of subsidiary companies (cost)....... sca aos XXX 


FIXED ASSETs: 
ee er Xxx 
Less: 
Reserve for depreciation of buildings.............. XX Xxx 





EE OO Cee CEE ee Pre rer ere XXX 
Less: 
BERNE WO BOE GORPOCIR TION oo nw ons te tecccsescecc Xx XXX XXX 








DEFERRED CHARGES TO PROFIT AND Loss: 
Insurance premiums prepaid, interest prepaid on 
notes discounted, supplies on hand, etc..................c0eeeeee XXX 
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LIABILITIES AND NET WORTH 


CURRENT LIABILITIES: 
TIN DEEN 6. «5. 550-5000 00004 42 2c ehaenaetaee 
OPER Te ee ee 
Interest, taxes, wages, etc., accrued but not due...... 
Dividends declared—payable January 30, I912....... 


FIxED LIABILITIES: 
First mortgage 5% bonds, due July 1, 1922.......... 
Mortgages on income properties. ..............0.00- 


APITAL STOCK: 
Preferred, 6%: 
Authorized issue xxx shares at the par value of /$xx, 
of which xxx shares are issued and outstanding... . 
Common: 
Authorized issue xxx shares at the par value of $xx 
all of which are issued and outstanding.......... 


RESERVE FOR SINKING FUND..................00.-: 


UNDIVIDED SURPLUS: 





DORIROS TOOEIEEE SE; BOOBs. oi cdicc cn dicivsavseesons $xxx 
Add: 
Net profit—year ended December 31, 1911 (see Ex- 
ht Ree erm emia PI ON Ea RE ET Ey ey XXX 
Deduct: 


Excess of charges over credits which are not directly 
applicable to current operations (see Exhibit C).... 


SECOND ARRANGEMENT 


$xxx 
XXX 
XXX 
xxx 





XXX 
Xxx 





XXX 


xxx 





XXX 


E 


$xxx 


XXX 


Xxx 
XXX 








Outline of arrangement which shows a reversal of the pre- 
vious arrangement to the extent that the fixed assets and liabil- 
ities are shown first. The order of the fixed assets and liabilities 
remains unchanged, as is the custom; the order of the current 
assets and liabilities also remain unchanged, as is not the custom. 


NAME OF COMPANY 
EXHIBIT A 


BALANCE SHEET—DECEMBER 3I, IQII 





ASSETS 
FixepD ASSETs: 
cane oul Pama GO) ...5 5. kc eb ies oes $xxx 
Less: 

Reserve for depreciation of buildings.............. XX 
NEED GUD. 5 «0 6 69.45 04d pekd nes seecmanneinn XXX 
Less: 

Reserve for depreciation. .... 2... ccc ccs cesses xx 


$xxx 


xxx 





$xxx 
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ASSETS (Continued) 









































NN 6 6656) badwastasidedscbewedses XXX 
PERMANENT HOLDINGs: 
Stocks of subsidiary companies (cost)......... Xxx 
SINKING FunpD: 
With trustee for redemption of bonds..... XXX 
INVESTMENTS: 
Marketable securities (market value or below) . _ XXX 
Vacant and income properties held as investments (cost) XXX Xxx 
CURRENT ASSETS: 
SE. « «<.. sch rane dub Decks Gye-aee th edie decd XXX 
Accounts receivable. ............00-cccceeceeeuees XXX 
Less: 
Reserve for doubtful accounts....... pace ka XX XXX 
Notes receivable... . s Mewadde em oe Meee ae ee XXX 
Merchandise inventories (cost) . adhe cal tea aiecieiet stia,able Sitar eck XXX 
Less: 
Reserve for difference between cost and market 
SE fa iit 5.ra Ve ss ois Bk sid ee co « bad oP are Xx XXX KXX 
DEFERRED CHARGES TO PROFIT AND Loss: 
Insurance premiums prepaid, interest prepaid on notes 
discontinued, supplies on hand, etc....................00 2000s XXX 
$xxx 
LIABILITIES AND NET WORTH 
FIxeD LIABILITIES: 
First mortgage 5% bonds—due July 1, 1922. $xxx 
Mortgages on income properties................... XXX $xxx 
CuRRENT LIABILITIES: 
NS ih rr alae < ok dare wel oes ase XXX 
EE ee ee fa XXX 
Interest, taxes, wages, etc., accrued but not due...... XXX 
Dividends declared—payable January 30, I9g12...... XXX 
XXX 
CAPITAL STOCK: 
Preferred, 6%: 
Authorized issue xxx shares at the par value of $xx, of 
which xxx shares are issued and outstanding. .... XXX 
Common: 
Authorized issue xxx shares at the par value of $xx, 
all of which are issued and outstanding......... XXX XXX 
RESERVE FOR SINKING FUND....................... XXX 
UNDIVIDED SURPLUS: 
NE ee $xxx 
Add: 
Net profit—year ended December 31, 1911 (see Ex- 
NG EDs ha gta eae aereieaerlis aa oka ed Ruel Xxx 
XXX 
Deduct: 
Excess of charges over credits which are not directly 
applicable to current operations (see Exhibit C). . XXX XXX 
$xxx 
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Note: As in the preceding statement, there is a contingent 
liability of $xxx for notes receivable discounted. 


NOTES ON THE FOREGOING OUTLINES 


The reason for placing accounts receivable, instead of notes 
receivable, next to cash is,—that the former class of assets is 
more liquid to a going business—as a general thing—than notes 
receivable. Of course notes receivable may usually be discounted, 
but in such a case there is a contingent liability created which 
is not extinguished until the notes are paid by their makers. 
Hence it is not correct to say that notes receivable are more liquid 
than accounts receivable to a going business. Accounts receiv- 
able may, of course, be converted into notes receivable instead 
of cash, but in most mercantile businesses the major part of 
accounts receivable is converted directly into cash—and in much 
less time than notes receivable. 

The principles employed in the arrangement of the foregoing 
outlines may be briefly described as follows :— 


1. Regardless of whether the balance sheet starts with cur- 
rent assets and liabilities or fixed assets and liabilities, the cur- 
rent assets are arranged in the order of their availability to a 
going business, and the current liabilities are arranged in the 
order of their liquidity. It is conceded in practice that there is 
a decided difference between fixed and current assets, and con- 
sequently the writer cannot understand why, merely because the 
fixed assets are stated first in the order of their permanency, the 
current assets are reversed from the order in which they would 
appear if the balance sheet were started with current assets. The 
general reason is that if the balance sheet starts with the most 
fixed asset it should end with the most current asset, but this 
practice is not adhered to by all those who cite that reason, as 
they place deferred charges to profit and loss after the current 
assets are shown up-side-down. Also, when the balance sheet is 
started with the current assets (cash coming first), the fixed 
liabilities are not shown up-side-down with the most fixed coming 
last. If the current assets should be reversed why should not 
the fixed assets also be reversed? 


2. Deferred charges to profit and loss are shown as the last 
item on the asset side—regardless of whether fixed assets or cur- 
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rent assets are shown first. They are usually considered as being 
available at any time for paying debts—although the greater their 
amount the less working capital is required to replenish them. 
They are looked upon as being of little value as a basis for 
credit—although they are generally of as much value to a going 
business as any of the other assets. 


3. The fixed tangible assets are shown in the order of their 
permanency, with their correlative reserves deducted rather than 
shown under liabilities. The fixed intangible assets are shown 
after the fixed tangible assets, and the aggregate amount of each 
class of fixed assets is extended separately. If the fixed assets 
are stated first the fixed liabilities are also stated first. (The 
writer does not include amongst fixed liabilities the par value of 
capital stock issued and outstanding. ) 

4. Regardless of whether fixed assets or current assets appear 
first on the balance sheet, the investments are shown between the 
current and fixed assets—on the ground that they constitute a 
class of assets which do not properly belong to either fixed assets 
or current assets according to the general understanding of those 
terms. If fixed assets precede the current assets, the investments 
should follow the intangible fixed assets—the most permanent in- 
vestments being shown first. Sinking fund investments should 
precede other investments unless the permanent ownership of 
other investments is necessary to the best interests of the busi- 
ness, in which case such permanent investments should not be 
merged with marketable securities, or other outside investments 
which are held for income only. 

5. Regardless of whether fixed liabilities or current liabil- 
ities are shown first, the elements of net worth are shown as the 
last items on the liability side of the balance sheet,—capital stock 
being shown first, followed by reserves which may revert to 
surplus, and undivided surplus properly elaborated. 


When a balance sheet is arranged according to the foregoing 
principles all the advantages which attach to the plan of show- 
ing current assets and current liabilities in the order of their 
liquidity are retained—regardless of whether the current assets 
and liabilities are shown first. The application of these prin- 
ciples results in presenting a balance sheet of equal value to 
stockholders, bankers, credit-men, etc. They differ from the 
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two general theories on arrangement of the assets and liabilities 
in that the order of current assets and liabilities is the same 
whether they precede or follow the fixed assets and liabilities. 
The elements of net worth are shown as the last items on the 
liability side—regardless of whether fixed assets and liabilities 
precede or follow current assets and liabilities. 

The writer has recently examined the financial reports issued 
by five prominent industrial corporations, each one bearing the 
certificate of a different firm of certified public accountants. 
No attempt has been made to search for financial statements 
with a view to showing that the form and arrangement of 
balance sheets compiled by different professional accountants 
differ widely. The five reports referred to happen to be the 
ones which the writer has examined during the past month, and 
may be considered as a very fair set of exhibits for comparing 
the diversified forms of balance sheets prepared by certified 
public accountants. Only the balance sheets will be submitted 
in this issue, and figures will be omitted,—the idea being to show 
the form and arrangement employed in their preparation. The 
letters A, B, C, D and E will be substituted for the names of the 
corporations. * 

The object in submitting the arrangement of these published 
balance sheets is to enable those readers of THE JouRNAL who 
may be interested in this series of articles to decide for them- 
selves whether it is possible and practicable to adopt a standard 
form of arrangement of assets, liabilities, and elements of net 
worth. If these five balance sheets, selected at random, can be 
readily rearranged so as to conform to either arrangement sug- 
gested by the writer, it is fair to assume that no logical objection 
can be advanced against the contention that it is at least possible 
to standardize the form and arrangement of balance sheets for 
manufacturing and mercantile businesses. Of course, the form 
and arrangement shown in the two outlines suggested by the 
writer may not be favored, but the chief function of these 
articles is to elicit suggestions, and codperation from practition- 
ers with a view to establishing standard forms that will be 
favored by the majority. 


* The total assets of companies A, Band C, amount to over $100,000,000 
each. Those of companies D and E to over $75,000,000 each. 
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COMPANY A 


STATEMENT OF RESOURCES AND LIABILITIES AS OF (DATE) 


RESOURCES 
0 ES ee ee re eee re ee ... $xxx 
a ott atte ug ah w Line'é atk we Saw ears aed Ee XXX 
Inventory ee wolct e-weeda hai ache eteaenenekts Te ee XXX 
a as dae OO ROI Nie ewe deh aid, wer Wa XXX 
TN aks cis Wesdlaaed beak PSed sane OS.0Ks steams XxX 
Real estate and improvements. ..............2...00 eee eees ‘aang os 


LIABILITIES 


Capital. . senile ; : $xxx 
Surplus...... ETT POTEET TE OTe ; ogra XXX 
eee eeyrerr erry bee Sree XXX 
Bonds ee eee ig Rk rains : -. 
Bond interest accrued..... Wik Rec hes ; XXX 
Bills payable............ waweees ee XXX 
Accounts payable.......... bate ; 0G XXX 





Total Total 








Note: Attention is called to the fact that in the above bal- 
ance sheet the assets are arranged in the order of their availa- 
bility, and very nearly like the order recommended by the 
American Bankers’ Association and the New York State 
Bankers’ Association. Under liabilities, however, the elements 
of net worth are shown first, followed by the liabilities arranged 
in an order exactly opposite from the assets. The report, of 
which this balance is a part, contains no comments which in- 
dicate whether all accounts receivable are collectible; whether 
the inventories are valued at cost; whether the stocks and bonds 
are worth the amount at which they are stated; whether the 
fixed assets are carried at cost, or cost less adequate provision 
for depreciation ; or whether the reserve is to cover depreciation 
of wasting fixed assets, or the probable diminution in value of 
all assets. However, since the surplus and reserve in the 
aggregate, amount to almost as much as the total value of fixed 
assets, one would naturally assume that the company is in a very 
healthy financial condition. The certificate attached to the bal- 
ance sheet states that the foregoing statement is in accordance 
with the accounts and records of the company and is drawn up 
to exhibit the true condition of affairs as at the date of the 
statement. 
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COMPANY B 


BALANCE SHEET—(DATE) 





























ASSETS 
FIXED: 
Mines, mining claims, water rights, and lands............. $xxx 
i ius cbekscncvepeeenen babes XXX 
Investments in sundry companies. ................200005 XXx $xxxx 
DEFERRED: 
Insurance and other expenses paid in advance............ XXX 
Materials and supplies for use in future operations......... Xxx XXXX 
CURRENT: 
OTe Pee FT Se XXX 
Copper, silver and gold on hand—copper at cost; silver and 
gold at market, less allowance for selling expenses........ XXX 
Accounts secetvaliie and GAG. . «oo nccesccncenccncvience XXX XXXX 
Tota] 
LIABILITIES 
CAPITAL: 
Authorized issue—xxxx shares of $xxx each, of which there 
have been isewed SEun GHAR: 2... oc kee S cee cctc qn $xxxx 
CURRENT: 
Accounts and wages payable, including taxes accrued... ... $xxx 
Dividend warrants not presented. .............---00++0 XXX 
Dividend No. xx, payable (date)... ..............0.000e XXX XXXX 
SURPLUS: 
TTT I TER CE ee Aen e>,f XXX 
Add profit for the year ending (date), per profit and loss 
| DE ere re errr re ben bene XXX 
XXX 
Deduct dividends Nos. xx, xx, xx, and xx................ XXX XXXX 
Total 








Note: A rather unusual feature of the above balance sheet 
is the grouping of “investments in sundry companies” with 
operating properties, buildings, and equipment. They may be 
fixed assets by reason of the fact that it is essential to the best 
interests of the business to hold them permanently, yet it would 
seem that this class of permanent assets should not be classed 
with the production tools of the business, even though their 
continued ownership is absolutely necessary to the conduct of 
the business. It is fair to assume that they are much more 
liquid than the other assets with which they are grouped. They 
should not be grouped with fixed assets because they are not 
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salable, or by reason of the values at which they are carried, 
but merely because the management desires to hold them as 
permanent investments. The certificate attached to this balance 
sheet shows that the accountants have examined the affairs of 
the company, and have verified the assets, liabilities and profits 
shown on the balance sheet. It further states that the profit 
shown is after deducting all development expenditure for the 
year and depletion of lands; and that the equipment has been 
well maintained and liberal charges have been made for repairs, 
renewals, and replacements. Inasmuch as the surplus of the 
company is only about 33% of the total fixed assets, one would 
naturally raise the question as to why no provision is made 
for depreciation of wasting fixed assets. The report states that 
liberal charges have been made for renewals and replacements, 
but does it mean renewals and replacements which have taken 
place? Also, the question might be raised as to the basis of 
valuing the investments, materials and supplies, and merchandise 
held for sale. Of course the certificate of the accountants 
states that the balance sheet shows the financial condition of the 
company, but should not the stockholders have sufficient details 
presented to enable them to settle in their own minds such 
questions as those suggested above? 


COMPANY C 


BALANCE SHEET—(DATE) 











ASSETS 
pusente, framchene and e00d Will. ........ casei sccesevecess $xxx 
a a cht hi a eid did ad wa Kl ow 5 e-kRE OK XXX 
cr tg a hs ahs wk be ath oie edn de $xxx 
Real estate (other than factory plants)..................... XXX 
Notes and sccounts recetvable. .. .. 2... ccc ccc cece scene XXX 
Nd soba so bchie vies oars ck¥-S XXX 
PE OO IO oc code eve cdctsaeeseaunes XXX 
$xxx 

Merchandise inventories: 

Dice ss 2 Sil tgulatbs Winin. 6 SA $xxx 

At district offices, in transit, etc.................. XXX 

Ne ab. 5 ature ep oe Waa esate: Cale wers XXX XXX XXX 
Factory plants (including all lands, buildingsand machinery) .. xxx 
Furniture and fixtures (other than in factories).............. x 
ok Cuma eb nme dees e so ceeiviguens XXX XXX 
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LIABILITIES 

Gold coupon debentures: 

5% series of (year) ies bac tilend es, Srp RDA Re sick us 6 laa ie $xxx 

Se a eae ee her eS XXX 

IG Bb ow tNi'n o ondccds onceineneeceeenee XXX $xxx 
eT Cree rer Fo XXX 
ea bik Rbbkankweidudd so >< cand areretevetra XXX 
Advance payments on contracts. ................. eee cece xxx 
Aoceued meres GR GHGNGNIGS. . ww ccc ccc teccen XXX 
I, is oa oe vncee seus enks 4eenn seen xxx XXX 
A I IIE, oo. ike So Setackceeneeeee ceeeee eee XXX 
Rb CS SO whos cin dcderensesnndsédaaaeneeimeal Xxx 





Nore: A rather unusual feature in the arrangement oi the 
foregoing balance sheet is the placing of intangible fixed assets 
first, followed by the current assets which include stocks and 
bonds, which may be marketable, and real estate held as invest- 
ment which is not usually considered as a current asset. Other 
investments (copper mining investments) are shown as part of 
the tangible fixed assets, and apparently represent permanent 
holdings. Although the fixed tangible assets are shown last 
under assets, the fixed liabilities are shown as the first items 
under liabilities. The certificate accompanying this balance 
sheet is very complete and clearly indicates how the assets are 
valued. One who studies this balance sheet feels satisfied that 
the certifying accountants have verified all assets and left noth- 
ing to be guessed by the reader. The patents, franchises, and 
good will are valued at $1.00, and perhaps this item is shown 
first under assets to emphasize this very meritorious and unusual 
evidence of conservatism. 


COMPANY D 


BALANCE SHEET—(DATE) 














ASSETS 
OB som ose netanin cies essnss.creebnsen aus eepmeninuiade teiacelll $xxx 
Ragoumte secsiwakle Gast)... ..... 2.2.2 sccccccseresesvnees hnesinee’ XXX 

Inventories; finished products, goods in process of manufacture, raw 
RT rer eee err rte ler ems XXX 
j XXX 

Plants, mill fixtures and investments including recently acquired 

I kin. x eb 0 bose ceamemin ol'shis 356 3 oka Um oad acme aan XXX 
Capital stock of GIES. 65. 5 5: ddan Seales ee ee XXX 
Total 
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LIABILITIES 
Ee Cerne ROT ey. eee ee ey aac aa ahatalts .. $xxx 
Current vouchers and accounts......... ice coh nncghevaseschns bal nena XXX 
$xxx 
Accrued dividends on preferred stock to ———, 1911 (payable 
Se eig Cette ae eek oe sees seccencesgacsesssseoeeess +. XXX 
— mills construction and equipment notes (assumed) maturing 

eae RINE Sih ASAE E> i ARRON ani SU NRE I be XXX 

cs sons Gee eaueer ss scauSeaweeee $xxx 
CS rer eT rere Terre er eee xxx XXX 
cr Ra Uier TERE B's a-on's basa gO SORE Wh Wa Halon Bo ah a pene wnat ars XXX 
Total 








Note: The above balance sheet conforms quite closely to 
one of the two forms suggested by the writer. To make it con- 
form exactly it is only necessary to place the permanent invest- 
ment of capital stock in the subsidiary company (shown last 
under assets) before the fixed assets—‘“ Plant, mill fixtures, etc.” 
—and to place notes payable after accounts payable. The certi- 
cate attached to this states that the balance sheet is correct. 
Notwithstanding this unqualified certificate, one will naturally 
wonder how inventories are valued; how the value of the fixed 
assets is reached; and how capital stock of the subsidiary com- 
pany is carried, at par, cost, or otherwise. 


COMPANY E 
CONSOLIDATED GENERAL BALANCE SHEET—(DATE) 


ASSETS 
PROPERTY AND PLANT: 
Factory plants, including real estate, machinery, equipment, 


SINKING FunD: 

With trustee for redemption of convertible sinking fund — % bonds... xxx 
INVESTMENTS: 

Stocks, bonds, debentures, collateral trust notes, etc., including those 


a 5 a5 Ses nv kes ces k ose 4 ceRT Cee oa eo ee ees XXX 
CuRRENT ASSETs: 

i a a aaa alin ae IS OR $xxx 
Cash on deposit to pay interest coupoms................... XXX 
Cash deposit to pay dividends on preferred stock............ Xxx 
Te 1 Oa as nape eile oa Cia + bo Nees ed oon KOE XXX 
RRS a a a ee XXX 
Due from subscribers to capital stock. ...............02ceee XXX 

PIII 6: h.S braver x Sie csc a suice dn acteekenesuwn XXX 
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ASSETS (Continued) 


WORKING AND TRADING ASSETS: 
Raw materials and supplies, finished goods, work in progress, 























goods on consignment, and apparatus with customers. ..... xXx 
OTHER ASSETs: 
Patents, charters and framchiees «i... 06006 occ odes sek bees XXX 
Insurance, taxes, etc., paid in advance....................- XXX 
Deferred charge—expenses incidental to issue of bonds and 
MES. 6 n6 SaSC ah oe DE do AER Wels HES eb a dee XXX 
Pete etal OO. «... 5k. 066 in h555 ee ED Xxx 
PO. 6k 6 0 bv eet bas nud ea aeeeee eee $xxx 
LIABILITIES 
CaPITAL STOCK: 
CO rT ee ee ee ee $xxx 
Assenting—In hands of public..................... $xxx 
IE fi0> 4:4 i Deke ee wae XXX XXX 
We I as ntl kk oad $xxx 
FuNDED DEBT: 
Convertible sinking fund —% bonds, due (date): 
NS 6G Re eee See XXX 
PN I. oa ae swine doe Ehret do pe en eee XXX XXX 
Debenture certificates, —%, due (date). .................-. XXX 
Bonds of (a subsidiary company) guaranteed by this company xxx 
Wet Cie Be ons 55k es ccbh seen. Beeaeeers XXX 
COLLATERAL NOTEs: 
Six per cent collateral notes due (date)..................45. XXX 
Five per cent collateral notes due (date)........... . XXX 
i RP ee AN errr mre XXX 
LonG TERM NOTEs: 
Prve year, —% notes due (Gate)... . wn ccc cc ccncsveesee XXX 
Fifteen year, —% notes due (date)..................-0005- XXX 
eke se We TS... oc 25s cc oo bee lh os Rae XXX 
REAL EsTaTE MORTGAGES ASSUMED IN PURCHASE OF PROPERTY. Xxx 
CURRENT LIABILITIES: 
eye aren ee a Meee XXX 
Interest, taxes, wages, rebates, etc., accrued but not due.... xxx 
Dividends on preferred stock payable (date)................ XXX 
Unpaid dividends on preferred stock. .................00005 XXX 
eo er re rrr er ee Xxx 
RESERVE: 
For adjustments of inventories, notes and accounts receivable, 
rer ree were ee re re et ere ey rer Po XxX 
PROFIT AND Loss: 
SG se, op Soca soso ne o's 8 heh tin Kk bre Rerete ee mtu Ea aie eco eee XXX 
NEE I. ooo o.aa03 ec Sarees katana ee eae eee $xxx 
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Note: There is a contingent liability for notes receivable dis- 
counted amounting to $xx. 


Note: The certificate of certified public accountants accom- 
panying the foregoing balance sheet states: ‘ We have verified 
the cash, the notes receivable, and the stocks and bonds owned, 
by count or by proper certificates from depositaries. We have 
also verified, from the company’s records, the accounts receiv- 
able. 

“The investments are stated at the book value, which is con- 
siderably less than their aggregate cost. 

“ The inventories of raw materials and supplies, finished parts 
and completed apparatus, and work in progress, were accurately 
and properly taken at cost, and 

“We hereby certify that, on the basis stated, the accompany- 
ing consolidated general balance sheet of (date), of the ...... 
Srey company and subsidiary companies named above, prop- 
erly represents the financial condition on that date, that the ac- 
companying statement of income and profit and loss for the year 
ending (date), correctly states the result of operations for that 
period, and that the books of the companies are in agreement 
with these statements.” 

The above certificate is very satisfying as regards the current 
and working assets, and the stocks, bonds, etc., owned. No men- 
tion is made, however, of the fixed assets, or “ other assets” 
which include patents, charters and franchises amounting to 
more than the surplus. In the opinion of the writer, it is rather 
unusual to group intangible fixed assets (patents, charters and 
franchises) with expense items paid in advance. It would seem 
better practice to show intangible fixed assets next to the tangi- 
ble fixed assets, though not merged with them. Their position 
on the balance sheet makes them appear somewhat unimportant, 
but their amount indicates otherwise. 

If working and trading assets are not current assets, the 
ordinary conception of that term (current assets) is erroneous. 

There is no question that the certifying accountants consider 
both capital stock and surplus as liabilities, for they clearly state 
that the total liabilities of the company include these two items. 

If a stockholder or bondholder had to rely entirely on the 
balance sheet and accounts report for information that would 
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enable him to judge the financial condition of the company, he 
would be very much at sea, because he could form no satisfactory 
opinion as to the value of the tangible and intangible fixed assets. 
In this particular case, however, the directors have presented, in 
connection with the accountants’ report, one of the most admi- 
rable, complete, clear, open-and-above board reports that the 
writer has ever examined, and he assumes that the accountants 
omitted details which would ordinarily be a part of an account- 
ants’ report, if it is to be considered complete and clear, on ac- 
count of the directors’ report containing about all that could be 
asked. It would have added to the value of the report as a 
whole if the accountants had confirmed at least some of the 
statements contained in the directors’ report regarding the bal- 
ance sheet values. It is assumed that they were in a position 
to do this after completion of the audit. Or, possibly, the ab- 
sence of any comments bearing upon the values at which tangible 
and intangible fixed assets are based is to be construed as mean- 
ing that the statements contained in the directors’ report are 
confirmed by the accountants. Their certificate is too indefinite 
to be used as a complete key to the balance sheet values, and adds 
little value to the directors’ report except to show that all cash 
and securities have been verified absolutely. Verifying accounts 
receivable from the company’s records does not mean that they 
were verified independently by sending out verification notices to 
customers, and hence it amounts to little more than verifying 
the clerical accuracy of this class of assets. 


This article has dealt more particularly with the condensed 
form of balance sheets, and the more general principles of 
arrangement. The next article will include a detailed form of 
balance sheet, arranged according to the principles suggested in 
the present article, together with a discussion of each item shown 
thereon, and of how balance sheet values should be arrived at 
and stated; and of the information which an audit report should 
contain, with respect to a mercantile balance sheet, in order to be 
understood and used as a basis for judging the financial condi- 
tion of an enterprise. 
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Educational Training of an Accountant * 
By R. J. BENNETT 


Accountancy has grown to the dignity of a profession, and 
the accountant is its exponent. This being true, then the success 
or failure of the profession rests in the hands of its mentors, the 
accountants of the present generation; and whatever develop- 
ment it may make in the future must depend upon the attitude 
of the accountants themselves toward the institutions of learning 
into whose keeping is entrusted the educational training of the 
future practitioner. May I ask, Is all being done that could be 
done? Does each accountant of this State realize that he is 
charged with the responsibility not only of maintaining and ex- 
tending his own clientele, but of doing something toward the 
betterment of our profession? Is this Pennsylvania Institute 
extending its influence in the cause of accountancy education, 
and is it satisfied with conditions as they exist at the present 
time? There can be no central stage—we either progress or 
retrogress ; and as soon as we allow ourselves to become apath- 
etic retrogression begins. Are the schools now giving courses 
of study doing their duty faithfully and efficiently, and if not 
what can be done for their improvement? Indeed, it is not only 
a duty which we owe to the profession, but it should be our 
pleasure and privilege to do something, whether it be much or 
little, toward giving encouragement and providing efficient in- 
struction for the young men who aspire to be professional ac- 
countants. Does not every accountant in this State look with 
pride upon the lasting achievements and thoughtful, kindly con- 
sideration of your venerable dean of the accounting profession, 
the late Charles N. Vollum! May we in turn, gentlemen, strive 
to emulate this leader who has passed to his reward, but who 
will live for years to come in the hearts and memory of the 
hundreds who have benefited by his generosity. 

While urging an unselfish service to the interests of profes- 
sional education, I do not for one moment lose sight of the fact 
that the Pennsylvania Institute of Certified Public Accountants 
has already done a lasting service to the profession in Pennsyl- 
vania, a service which is felt even to the extreme borders of the 
United States. I am sure that the welfare of rising accountants 
has been amply provided for by this Institute in establishing 

* Delivered before the Pennsylvania Institute of Certified Public Accountants, January 15 


1912. 
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authoritative evening courses of preparation under the direction 
of the University of Pennsylvania. This act redounds to your 
credit, and many young men have already had occasion to bless 
you for the exceptional facilities placed at their disposal. Nor 
must we forget the Pennsylvania State Board of Accountancy in 
whose hands rest the first and final words of authority, a board 
composed of men who have been chosen because of their ability 
and professional standing to represent the State in guarding the 
interests of the profession according to the laws of Pennsylvania. 
The board’s rules and requirements are clearly defined, its atti- 
tude toward examinees fully outlined and its recognition of edu- 
cational standards forcibly stated. The high standard set and 
maintained is a credit to their judgment, since it places their 
examination requirements on a plane with the State board of law 
examiners and in keeping with true accounting requirements, 
rather than on the level of ordinary bookkeeping. If account- 
ancy is a profession then the only way to maintain its standards 
is by establishing requirements which mean something and which 
can be obtained only through a thorough course of preparatory 
training. The board’s plan of outlining just what shall be re- 
quired on examinations and in suggesting the departments of 
law, finance, business, industry, accounting, etc., to be studied 
has opened the way for definite methods of preparation. We 
who are giving instruction are not left entirely to our own initi- 
ative in defining the courses of study, since they have been 
wisely provided for in the official outlines. 


THE NEED For TECHNICAL INSTRUCTION 


The accountant’s work is enlarging day by day and the pos- 
sibilities of the future can hardly be conceived at this ‘time. The 
profession of accountancy is indeed in its infancy, notwithstand- 
ing the wondrous strides that have been made within the past 
decade. In case every business concern on Market, Chestnut, 
and Arch Streets of this city were to realize the benefits that 
could accrue from engaging the services of public accountants, 
it is interesting to speculate as to how many principals and as- 
sistants would be needed for the work. This is likewise true of 
the other sections of the city that are of equal importance as 
business, financial and industrial centers. This method of spec- 
ulative reasoning might even be extended to other cities of 
importance throughout this great country of ours with the only 
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logical answer that indeed but a beginning has been realized, 
and that the avenues for future development are guarded by the 
professional brethren themselves. Even a brief contemplation 
of this country’s greatness must convince us of a more extended 
field of activity, whose plans of cost finding and account keeping 
must necessarily devolve upon the skilled accountants. The 
wonderful expansion of our country’s foreign trade relations is 
a matter for rejoicing to business men, manufacturers, financiers, 
and accountants alike. Contemplate the boundless resources of 
this country, many of which are yet undeveloped, the extensive 
domestic and foreign commercial activities, the billions of in- 
vested capital, the endless chain of banking facilities, the varied 
manufacturing industries, the voluminous exchange of commod- 
ities of all kinds, the wonderful perfection of transportation fa- 
cilities, and the awakening interest in governmental and munici- 
pal problems. 

Does not all of this indicate most forcibly that the aid of 
skilled accountants and well-trained men will be required in in- 
creasing numbers, and that the future of this profession of ours 
has in store for us possibilities whose magnitude we have not 
yet comprehended? And if this be true, it is our duty to make 
suitable provision for the training of this army of accountants 
who are to have as clients the future captains of industry; and 
if the business of the future itself is to be conducted on a more 
efficient basis because of a better knowledge of scientific prin- 
ciples, then to keep on a par with such development the account- 
ant of the future must be equally efficient in his line of work. 
As an evidence of the progress which has already been made by 
accountants, I quote from President Sterrett’s annual address 
before the American Association of Public Accountants, October 
18, 1910: 

““ A year ago the Association had a membership of 765, exclusive of 
honorary members, and excluding the duplication of membership arising 
through membership by certain individuals in more than one State society. 
Our membership on the same basis is now 869, or a growth during the 
year of 104 members, which is considerably in excess of that in any 
previous year in the history of the Association. 

“This increase of membership arises in part through applications from 
those to whom certificates have been issued during the year by the various 
State examining boards, but it is also partly the result of an earnest effort 
on the part of the State societies to increase their membership in their 


respective territories. 
“Even though our ranks included all holders of the C. P. A. certifi- 
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cates, our numbers would still make it apparent that accountancy in 
this country is yet in the comparatively early stages of development. In 
England, with a population much less than that of the United States, we 
find the Institute of Chartered Accountants reporting a membership in 
April, 1910, of 4,130, while the Society of Accountants and Auditors has 
an enrollment of some twenty-three hundred. Even in the far-off island 
of New Zealand, the Society of Accountants in June, 1910, was able to 
boast of a membership of 2,146. It is true that a portion of the latter 
membership consists of men who are not in practice, but it is probable 
from the information in hand that the members in practice form as large 
a proportion of the total membership in the New Zealand Society as they 
do in our own. These comparisons are in no tone of discouragement ; 
quite the reverse.” 


I might add that in Canada where the chartered accountant 
is held in high esteem, there are at least seven legally incor- 
porated provincial institutes of chartered accountants with power 
to hold examinations and grant degrees, with an active member- 
ship nearing the 300 mark. The largest of these, the Institute 
of Chartered Accountants of Ontario, was incorporated in 1883 
and at present has an active membership of about 140 members. 
Accountancy education in Toronto has been provided for by the 
Chartered Accountants’ Students’ Association organized under 
the auspices of the Ontario Institute. Two courses of lectures, 
junior and senior, are given by leading chartered accountants 
during the winter months. The topics covered are bookkeeping, 
auditing, arithmetic, business investigations, commercial and 
company law, municipal law and accounting systems, the bills 
of exchange act, etc. I believe that McGill University of Mon- 
treal and Toronto University also have interested themselves in 
the cause of higher commercial education, following the plans 
adopted by the various universities of this country. 


COMMERCIAL EDUCATION 


Though England leads the world in the number and pro- 
fessional qualifications of chartered accountants, she is indeed 
remiss in providing higher commercial instruction. Advanced 
commercial education and accountancy, however, are now re- 
ceiving attention in several of the English schools and colleges. 
Yet the only institutions to whom much credit can be given are 
the London School of Economics and Political Science, and the 
University of Birmingham. Each of these maintains suitable 
courses of preparation for the accountancy examinations, yet in 
every case apprenticeship is a prerequisite to the final examina- 
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tion. For the recognition and development of technical com- 
mercial education we must look to Germany, for the “ Made in 
Germany ” trademark which means so much to the Fatherland 
is a result of technical knowledge, careful preparation, and high- 
ly-skilled workmen. The geographical position of England and 
the people’s highly-developed instinct for trade, together with 
other influences aided her in becoming the first commercial na- 
tion of the world. In Germany, however, and two or three other 
nations of Europe, their lack of natural resources, the unfavor- 
able geographical position and adverse circumstances have 
awakened the people to the realization of the fact that it is only 
a superior educational training that will put the merchants and 
manufacturers in a position to compete with those of England. 
Thus the superior technical training of the German commercial 
student has secured for him in all parts of the world desirable 
appointments and positions of responsibility. 

The progress of elementary, secondary and higher commer- 
cial education in the United States is well known and is being 
efficiently taught in many high schools of commerce and in 
several of our leading Y. M. C. A.’s. The highly developed 
courses of commerce, accounts and finance now being maintained 
in these schools and universities are due largely to the foresight 
and progressiveness of business men and public accountants, and 
to the codperation of educational authorities. In giving credit, 
however, I am sure it would be unfair not to recognize fully the 
difficult, discouraging pioneer work done in the interests of com- 
mercial education by the business schools of this country. Some 
of them, indeed many of them, maintain very limited courses of 
study, but on the other hand there are many well-regulated merit- 
orious, high-grade commercial schools that are in every way 
worthy of commendation. They are entitled to credit for having 
developed the efficient courses of study now so popular in our 
commercial high schools. 

Ample recognition of the demands of commerce, accounting, 
finance and administration has been given to the establishment 
of regular courses of study in some of the leading universities, 
including Pennsylvania, Harvard, Wisconsin, Illinois, Dart- 
mouth, Pittsburgh and others. These being regular day courses, 
however, are designed to provide a broad business training for 
young persons desiring to enter commercial life, but they do not 
all as yet attempt to prepare for the C. P. A. examinations. The 
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men who desire to qualify as public accountants are of course 
occupied during the day, and consequently evening or afternoon 
instruction must be provided. This provision was first made by 
the Universities of New York and Pennsylvania, followed later 
by several others. The courses should cover the entire field of 
business science in order to include as many broadening subjects 
as possible, in addition to preparing for private and public ac- 
countancy work, the C. P. A. examinations, etc. Yet in outlining 
these courses great care must be exercised to see that the limit 
of endurance is not exceeded by the student who is usually burn- 
ing the candle at both ends in order to obtain his education. 
Evening schools are now established in nearly every State where 
accountancy legislation has been enacted, and generally under the 
auspices of the accountants who give more or less time them- 
selves to the advancement of the courses; but notwithstanding 
this assistance, it usually devolves upon school officials them- 
selves to develop the course and maintain its efficiency. There 
are many difficulties attendant upon the conduct of suitable 
courses of study, especially in the accounting subjects, since es- 
tablished precedents and authoritative text-books are not always 
available. The other subjects do not present so much difficulty. 
Under such conditions the codperation and kindly advice of the 
practising accountants themselves is a necessity. If these 
courses are designed to prepare accountants for successful prac- 
tice or for examinations, they should by all means be supervised 
by the representative body of accountants, either by advisory 
committees or through required reports. It is a well-known fact 
that the evening school, no matter how ably conducted, cannot 
equal actual practice in all respects, nor can those who develop 
the courses and give instruction keep in touch with actual ac- 
counting procedure at first hand to the same extent as those 
who are in constant practice. I am convinced, however, that an 
authoritative evening course of study is of great value to the 
young accountant, both in preparing for C. P. A. examination 
and in his professional practice. The theory and practice of 
accounting will no doubt soon be presented in authoritative text- 
book form, thereby providing trustworthy instruction literature ; 
but until that time comes each school must develop its own 
courses to a large extent. Those successful accountants who are 
experienced from actual contact are usually too busily engaged 
in big things to devote much time to suitable preparation for con- 
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tinuous class service, consequently an occasional lecture is all 
that can be expected from them. On the other hand very few 
of the most skilled practising accountants are qualified to conduct 
class work, and even if they were, the average school could not 
afford to pay the price demanded for such services; therefore 
the school considers itself lucky when it can secure the services 
of a qualified accountant who can teach well and impart what 
he knows to others, even if he has not had the practical exper- 
ience of the ablest accountants. 

In regard to the schools themselves, why is this school or that 
not up to the standard required by accountants? Is it because 
of some difficulty that I have mentioned, or is it due to a lack 
of coéperation from accountants? We often hear that such a 
school teaches only theory and is not up to the standard while 
some other institution is praised because it teaches according to 
well-defined rules of practice? Is this criticism always just? 
An investigation might cause praise instead of censure. It 
should be remembered that practice is simply applied theory. In 
my own experience of outlining and conducting courses I know 
the difficulties that usually loom up and how tremendously im- 
portant is the codperation of men who are competent to advise. 
No matter what school is endeavoring to provide accountancy 
instruction it cannot successfully do so without your aid and 
support. And the men who specialize as teachers of account- 
ancy, though there are few as yet, cannot be expected to com- 
pete on equal footing with the leaders of the profession in 
active practice any more than the professor of law and materia 
medica, as only a part of their time can be given to outside 
interests. Yet the instructors are doing a lasting service to the 
profession, and if they are really progressive and thorough 
students themselves they can become proficient accountants and 
are therefore entitled to the helpful consideration of those who 
are daily in the heat of the battle. 


ACCOUNTANCY NOMENCLATURE 


The drawbacks in providing more highly efficient courses in 
advanced accountancy are due to many causes, among which 
are lack of established precedents, a lack of reliable technical 
literature, a lack of efficient qualified instructors, the desire of 
students to pursue only short courses, and the absence of uni- 
formity in principles and procedure. The need of an established 
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nomenclature is apparent to both accountants and instructors, 
and the student who is usually quick to observe becomes con- 
fused because of the different terms and varying methods now 
in use. There is certainly no harm to be done in individual 
cases where the terms used are clearly understood by the client, 
but the majority should be considered by giving heed to the 
necessity for a uniform terminology. When the doctors dis- 
agree what are the teachers to do? But if we accountants will 
decide upon a uniform use of terms and a definite understanding 
among ourselves those who understand will have established 
precedents to follow. Just what should be included in the cur- 
riculum of the evening course is hard to decide, and like all other 
institutions changes must be brought about to meet the demands 
of the times and the needs of students. Certain subjects should 
be compulsory and others elective in order to conform with the 
antecedents of the student, his educational acquirements, daily 
occupation and his hours of service, 

Some schools require all subjects to be covered during a 
three-year course, while others take four years for the same 
work, the time in each case varying from three to five evenings 
per week. By permitting the student to elect for himself, with 
the advice of the dean of the school the number of years he shall 
devote to the course, I feel that in the end better results can be 
obtained than by making rigid requirements to be followed by 
all. The entrance requirements to the evening course are of 
considerable importance and should consist of a high school edu- 
cation and a knowledge of bookkeeping as now wisely required 
by our state board, but as to what constitutes an equivalent is 
a matter that is very hard to determine and which to my knowl- 
edge has not been defined by the board. This is a question that 
causes more speculation than any other point with which we 
have to deal largely because it is not so clearly defined as the 
other matters in the board’s requirements. Students may have 
been admitted to courses under certain standards of admission, 
yet their remains the doubt as to whether or not these standards 
will be accepted by the examiners as an “ equivalent.” Who 
shall say that because a young man has not had the benefit of a 
high school course, he is not fit to become a public accountant? 
If we were to select one hundred of America’s ablest public ac- 
countants I fancy that many of them would state that they had 
not attended high school. These men, however, have educated 
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themselves by study, thought, research and a definite line of 
selected reading. By providing continuation courses the young 
man of to-day who has been deprived of a high school training 
can accomplish as much as they, perhaps, and if he will begin 
while yet in his youthful vigor he is sure to reach the goal 
sought. The time for continuation courses should, if possible, 
as in Germany, consist of from one to four hours during the 
day, at the time most convenient for employers. This plan is 
being followed by many large corporations and in most cases all 
expenses are paid by the employers. The only alternative, of 
course, is evening instruction, but since excessive evening work 
has a tendency to lessen one’s efficiency for daily service, I feel 
that provision for two hours of instructions three or four after- 
noons per week would greatly increase the efficiency of the em- 
ployees. 


CoursEs OF STUDY 


The State Board of Accountancy in Pennsylvania has given 
a broad line of the subjects required of candidates for examina- 
tion, under the headings of business law and general accounting. 
It is necessary, however, for class-room use to subdivide and 
specialize by the addition of other allied studies. In my opin- 
ion the following subjects should be included in an evening 
course, admission to same implying the usual credits and a thor- 
ough knowledge of bookkeeping, some of which should be com- 
pulsory and others elective, according to the student’s previous 
training, present occupation, and future work: 


(1) Advanced accounting, preparatory for practice or for 
C. P. A. examinations, including auditing and investi- 
gations, systematizing, etc., as outlined by the board. 

(2) Business law, elementary and advanced, as outlined 
by the board. 

(3) Advanced commercial arithmetic, covering those 
divisions of chief importance to the accountant. 

(4) Principles of political. economy. 

(5) Banking, credit and investments. 

(6) Private finance, including corporate organization and 
management. 

(7) Science of merchandising, including advertising and 
salesmanship. 
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(8) Real estate and conveyancing, covering the practice 
in Pennsylvania. 
(9) One modern commercial language (German, French 
or Spanish). 
(10) English with special attention to business usage. 
(11) Commercial and industrial geography and history. 
(12) Business organization and management. 
(13) Transportation and public service corporations. 
(14) Insurance principles, insurance law, organization 
and management of insurance companies. 
(15) Foreign exchange and foreign trade. 
Note.—Other subjects should be included for per- 
sons desiring to specialize for employment in 
definite branches of commerce or industry. 

While the various state boards of accountancy are making 
ample provision for young men who are favored by city resi- 
dence, there are thousands of capable, ambitious men in other 
cities who cannot avail themselves of the privileges granted by 
our evening schools. What is to be done for them? It is true 
that extension courses are being given with success by various 
individuals and institutions, but since these courses are not recog- 
nized by the examining boards, the student is in doubt as to 
the exact status of such a course after he has completed it. In 
connection with my own extension course I get hundreds of 
letters from young men seeking trustworthy information about 
the accountancy profession. They want to know how to get 
started in the work, what its future possibilities are, how they 
can prepare for C. P. A. examination, and whether my course 
is recognized by any board of examiners. I point out to them 
that only accredited residence courses are recognized and that 
in lieu of this, experience is a necessity; yet there is no doubt 
that a good extension course is advisable for anyone preparing 
for the State examination or for successful practice. 

The rules of the board in the matter of registration are of 
interest also because of the difficulty experienced by students in 
complying therewith. The large attendance of students in ad- 
vanced evening courses renders their registration in the office of 
public accountants an impossibility, and even when a student 
is registered he may not be called upon to render any service to 
his preceptor. Many accountants do not care to accept registra- 
tions on this basis, while others may do so with hesitancy. My 


191 











The Journal of Accountancy 


point is not one of criticism but of expediency. What is to be 
done for the student who cannot secure a preceptor and there- 
fore must forego the benefits accruing to him, just because his 
acquaintance or influence is not sufficient to command attention? 
Law students at the University of Pennsylvania are permitted 
to register with the Dean of the Law School, and the same 
privilege for students of accountancy would seem like a wise 
provision. In such a case successful candidates in the C. P. A. 
examinations might even have their certificates withheld until 
a required term of experience had been obtained. 

Let me outline what in my opinion should constitute the train- 
ing of the future accountant. 


(1) For the young man of means: 

(a) The regular high school course. 

(6) Four-year course of the Wharton School of Fi- 
nance and Commerce, University of Pennsylvania. 

(c) Three-year course in a recognized evening school 
of commerce, accounting and finance, specializing 
in accounting and allied subjects. 

(d) At least one year as bookkeeper in the office of 
some large corporation. 

(e) Experience on the staff of a certified public ac- 
countant. 

(f) The C. P. A. examination. 

Nore.—In case a liberal university course is sub- 
stituted for (b) then (c) should be extended 
and even preceded by a good business school 
course. 


(2) For the High School Graduate: 

(a) The regular high school course. 

(b) Complete course in a good business school, unless 
this course has been covered in (a). 

(c) Four-year courses (three evenings per week) in 
a recognized evening school of commerce, accounts 
and finance. 

(d) At least two years of experience in the accounting 
office of some business concern. 

(e) At least two years of experience on the staff of a 
certified public accountant. 

(f) The C. P. A. examination. 
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(3) For the Elementary School Graduate with a part or no high 
school training, who has to forego that privilege. 

(a) Complete course in a good business school. 

(b) Employment in the office of a good business con- 
cern. 

(c) Continuation study of selected subjects in evening 
high school or preparatory school for two, three 
or four years until admission is gained to the 

(d) Four-year course, (three evenings per week) in a 
recognized evening school of commerce, accounts 
and finance. 

(e) Soon as capable to join the staff of a certified pub- 
lic accountant. 

(f) The C. P. A. examination when qualified. 

(g) Continue to read both technical and general liter- 
ature. 


The ultimate success of each student under the three courses 
above outlined may or may not vary, as that depends largely 
upon his own initiative, but in any case the person who would 
succeed as an accountant must be up and doing, must attend 
strictly to business, must conserve his health, must be honest and 
trustworthy, and must give satisfaction to his clients. In the 
above outlines the matter of registration with a preceptor is im- 
plied, though in the case of an experienced accountant that is not 
a necessity. 

I can only repeat that business is now complex, intricate, 
scientific, and the schools which attempt to teach it need a 
greater equipment than was required heretofore. Commerce is 
now dignified by a seat in the President’s Cabinet, and account- 
ancy is recognized in all government departments ; therefore the 
need for our advanced evening schools is more than ever ap- 
parent, and we expect them to grow and become more proficient 
in work as the years advance. 

In closing let me say that greatness will never come to 
the accounting profession without intelligent effort, dignified 
methods, efficient service, thoughtful progress, harmonious co- 
operation ; and while the year is still young it would not be out 
of order for us to resolve that this year shall be for each of us 
one of service in the interests of our profession and in the ad- 
vancement of educational standards. 
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Accounting between Life Tenants and 
Remaindermen 


By FREDERICK VIERLING, LL.B. 
Trust Officer of Mississippi Valley Trust Company, St. Louis 


(Continued ) 


Formerly more or less confusion existed in the opinions of 
the courts as to the application by a trustee of unusual dividends 
on shares held in trust for a life tenant and remainderman. The 
objection to the application of dividends according to the true 
earnings out of which they are declared, is the difficulty which 
the courts or the trustees encounter in order to determine to 
whom the respective dividends shall go. The general presump- 
tion is that all dividends not in liquidation are out of earnings, 
and the burden of proving otherwise is on the remainderman. 
(A) The rule known as the Pennsylvania and New Jersey rule 
is practically as follows: Ascertain actual book value of stock 
when trust was created ; after the unusual dividend is paid, again 
ascertain such value as then appears on such books; if the last 
value is then less than the first value, then to that extent it should 
be held that the original capital, surplus and profits of the cor- 
poration has been decreased, and the trustee must adjust accord- 
ingly; if not so impaired, the dividend is presumed to be all 
profit out of earnings during the life tenancy and goes to the life 
tenant, and should be credited to income of the trust estate. This 
rule is not perfect, since it does not require an examination into 
the facts as to whether any profits or losses by appreciation or 
depreciation of property of the corporation owned at the creation 
of the trust is included in the figures as to earnings. (B) The 
rule known as the Massachusetts rule is practically as follows: 
All stock dividends should be considered as out of capital funds 
of the corporation and should be held for the remainderman in 
principal of trust estate for a life tenant and remainderman, 
irrespective of facts; all cash dividends not in liquidation should 
be considered as out of earnings of the corporation and should 
go to the life tenant, irrespective of facts. This rule seems arbi- 
trary and unjust. At least some inquiry ought to be made into 
the facts involved in connection with the payment of the dividend. 
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(C) The rule known as the English rule is practically as fol- 
lows: All ordinary cash or stock dividends on stock in trust for a 
life tenant and remainderman should be considered as out of 
earnings of the corporation and go to the life tenant; all ex- 
traordinary dividends should be considered as out of capital of 
the corporation and should be held for the remainderman. This 
rule is subject to the same criticism as the Massachusetts rule. 

37. In case of sale of shares of corporate stock by a trustee 
for a life tenant and remainderman, and where the capital, sur- 
plus and undivided profits of the corporation at the time of sale 
together practically aggregate the amount at the beginning of 
the trust, all of the proceeds of the sale should be taken as in 
lieu of the value of the shares at the date the trust became effect- 
ive, and although the shares may sell for an amount in excess 
the entire proceeds should be held for the remainderman and 
credited to principal of the trust estate. The proceeds thus re- 
ceived will stand as in lieu of the shares. Where the corpora- 
tion did not pay out all of its net earnings from time to time in 
dividends, and the surplus and undivided profits increased over 
the amount at the beginning of the trust, it will be presumed 
that a higher price was realized for the shares than they would 
have brought without the increase in surplus and undivided 
profits. Consequently a fair proportion of the proceeds of sale, 
representing the increase in surplus and undivided profits with 
respect to the shares sold, should be treated as accumulated earn- 
ings to go to the life tenant, and should be credited by the trustee 
to income of the trust estate. Because of the difficulties herein 
mentioned as to a determination of facts involved, it will not be 
safe for the trustee on his own responsibility to decide as to the 
questions in issue, and he is advised to bring proper proceed- 
ings in court for a judicial determination as to the facts increas- 
ing the surplus and profits of the corporation, and thus conclu- 
sively fix the basis on which the proceeds of sale should be 
adjusted. 

38. As has been noted, where a corporation has net earnings 
to which a life tenant should be entitled if declared in dividends 
by the corporation, yet if the directors of the corporation do not 
declare dividends of such earnings, neither the trustee of the life 
tenant nor the life tenant can compel declaration and payment 
of such dividends. The result will be that the corporation is 
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accumulating undivided profits to which the life tenant is equita- 
bly entitled, but is not in position to demand and receive. Sub- 
sequently, if the shares are sold, the matter may be adjusted by 
the trustee as above suggested. However, where such shares 
are not sold during the life tenancy such adjustment cannot be 
made, and on the termination of the life tenancy there is an ac- 
cumulation of earnings on the shares to which the estate of the 
life tenant will be entitled, and yet cannot enforce payment of 
after the death of the life tenant. If, subsequently, the corpora- 
tion should declare dividends of its net earnings during the life 
tenancy, on receipt of such dividends where they can without 
doubt be traced to such net earnings, the matter may be adjusted 
by the trustee or remainderman paying to the legal representative 
of the deceased life tenant the amount of the dividends so re- 
ceived with respect to such net earnings. Where no dividends 
with respect to such net earnings are declared and paid by the 
corporation, the practical solution of the matter will be for the 
remainderman, on receiving the shares from the trustee on the 
ending of the trust by the termination of the life tenancy, to 
estimate the then book value of such shares and from such book 
value and consideration of facts and surrounding circumstances 
estimate the proportion and amount of such value represented 
by the net earnings of the corporation during the life tenancy ; 
the remainderman thereupon paying to the legal representative 
of the deceased life tenant the amount so determined, obtaining 
a release from such legal representative of the deceased life 
tenant as to any further right to any dividends on the shares. If 
the problem cannot be so mutually settled, proper court proceed- 
ings should be instituted for a judicial determination of the 
rights of the legal representative of the deceased life tenant and 
the remainderman. 

39. From time to time as a corporation increases its outstand- 
ing capital stock by the issue of shares theretofore unissued, the 
privilege to take increased shares at the price fixed by the direc- 
tors of the corporation, to be at not less than par, is in the then 
stockholders of the company. Such privilege is deemed of legal 
value and often is of market value. If the privilege is exercised 
by a trustee holding shares in trust for a life tenant and remain- 
derman, the trustee out of the principal of the estate should pur- 
chase the proportionate number of new shares, to be held for the 
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remainderman or until sale in due course. If the privilege is not 
exercised by the trustee, the right to take the additional shares 
may be sold by the trustee, and the proceeds of the sale is legally 
regarded as a profit inuring to the benefit of the remainderman 
of the trust and by the trustee should be credited to principal of 
the estate. 

40. Legally, assessments upon shares of corporate stock held 
by a trustee for a life tenant and remainderman, as between the 
corporation and the trustee, must be paid by the trustee and not 
by the life tenant or remainderman, and the corporation does not 
concern itself as to whether the amounts of the assessments are 
paid out of principal or income of the trust estate. Assessments 
may become legally payable upon call of the directors of the cor- 
poration issuing the shares, where the stock is issued less than 
full paid. Where stock of the par value of $100 per share is 
issued 50 per cent. paid, the directors of the corporation at one 
time or from time to time may call additional amounts on the 
outstanding stock, until the same is 100 per cent. paid. Usually 
assessments levied upon shares are for account of the capital of 
the corporation, and the amounts cannot legally be applied by the 
corporation in payment as dividends out of earnings of the cor- 
poration. The assessments represent an increased investment in 
the corporation by the stockholders, and the trustee for a life 
tenant and remainderman making payments of assessments on 
shares should charge the same as any other investment to prin- 
cipal of the trust estate, and not to income. Where assessments 
are made by the directors of a corporation, after shares of the 
corporation are full paid, the above par assessments may be said 
to be special. Generally such assessments cannot be made. Oc- 
casionally, as in California, shares are issued full paid but sub- 
ject to calls by the directors to meet debts of the corporation. 
Where the trustee for a life tenant and remainderman makes 
payments of special assessments on shares, he should charge the 
amounts to principal of the estate, the same as regular assess- 
ments. Thereafter, as such special assessments are returned by 
the corporation he should credit the amount to principal, and if 
the corporation allows interest on the amounts for the time used 
by the corporation during the life tenancy then the interest so al- 
lowed should go to the life tenant and by the trustee credited to 
income of the trust estate. Where a trustee pays special assess- 
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ments and no loss results to the trust estate, and the special as- 
sessments are subsequently refunded to the estate, then no per- 
sonal loss is imposed on the trustee; but where loss occurs on 
informal assessments, such loss may be imposed on the trustee. 

41. All dividends in liquidation on shares of corporate stock 
held by a trustee for a life tenant and remainderman, being in 
repayment of the par value of the shares of the trust estate, 
should be held for the remainderman and credited to principal 
of the trust estate. Strictly, a liquidation dividend is one that 
impairs the capital stock of the company. So long as the divi- 
dend is out of surplus or undivided profits of the corporation, 
it is legally considered as not in liquidation of the company. 
Where the dividend impairs the capital stock of the company it 
is unlawful, unless in liquidation under proper authority. 

42. The general legal rule is that all interest collections on 
demands and on secured principal notes, or on bonds, held at 
par as an investment by a trustee for a life tenant and remain- 
derman, should go to the life tenant and as collected by the 
trustee should be credited to income of the trust estate. How- 
ever, there are exceptions to this rule. Legally, the value of a 
note bequeathed will be its face amount and the interest accrued 
and unpaid at the death of the testator, and it is at such value 
that it should be transferred and delivered by the executor. 
The value thus determined is the value to be credited to the 
principal of the trust estate for the remainderman and upon 
which the life tenant is entitled to the net income from the tak- 
ing effect of the bequest. Subsequently, upon collection of the 
first interest installment on the loan, the trustee should appor- 
tion such first interest collection so that the life tenant will re- 
ceive the earnings of the loan since the death of the testator 
and the taking effect of the bequest, and the other part of such 
first collection of interest should be credited to the principal of 
the trust estate. If the estate is solvent and costs of admin- 
istration on the estate of the decedent are provided for, the 
executor may make immediate transfer and delivery to the trus- 
tee of the loan bequeathed, and after receiving same the trustee 
will regularly collect the interest and credit such interest to in- 
come of the trust estate. Where transfer and delivery of the 
loan is not made immediately, but only after creditors of the 
decedent are fully satisfied, then when the trustee receives the 


198 




















Accounting between Life Tenants and Remaindermen 


loan other adjustment of interest must be made, as herein else- 
where explained in connection with bequest of specific securities. 
Where a trustee purchases a loan upon which interest has ac- 
crued at the time of purchase, the trustee will be required by 
the seller to pay the amount of such accrued interest. The 
amount of such accrued interest may be advanced by the trustee 
and later on collection of the next instalment of interest on the 
loan the accrued interest should be refunded to the trustee, 
leaving the amount to go to the life tenant the interest the loan 
has earned from the time of purchase by the trustee. Where 
a trust estate is in funds the advance for accrued interest is 
usually made out of the estate, and where the estate is not in 
funds the accrued interest is necessarily advanced by the trus- 
tee, or he agrees on collection of the next instalment of inter- 
est to pay the seller the amount accrued to time of sale to the 
trustee. Where bonds are specifically bequeathed and under 
the terms of the bequest the par valve thereof is fixed at the 
amount of the principal of the trust estate, so that such bonds 
are to be taken at par notwithstanding their market value may 
be above or below par, the principles above stated as to adjust- 
ment of interest on loans should be applied; otherwise as else- 
where herein explained in connection with bonds above or below 
par. As to a life tenant interest on investments held by a trus- 
tee, like rent, though payable periodically is said to accrue from 
day to day, and on the death of the life tenant the interest on 
such investment should be adjusted to the date of death of the 
life tenant, and any accrued interest not received by the life 
tenant should after his death be paid his legal representative, if 
there is no stipulation in the terms of the trust to the contrary. 
Dividends on corporate shares bequeathed take effect as de- 
clared after the death of the testator and until the death of the 
life tenant; they do not accrue from day to day and are not 
apportioned as interest. 

43. The bequest of specific securities is legally a separation 
of the items from the general estate of the deceased, subject to 
the rights of creditors and costs of administration on the estate 
of deceased. The bequest of the specific items legally takes effect 
from and as of the date of death of the deceased. During the 
holding of the specific securities by the executor, he should from 
time to time collect any interest or dividends on such specific 
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securities and charge himself therewith in his accounts. Al- 
though there be delay in the delivery of such securities, yet sub- 
sequently on delivery of the specific securities the income there- 
on should be adjusted as of the date of death of the testator, 
and the income collected by the executor accruing from such 
date of death should be paid over to the legatee on delivery of 
the specific securities bequeathed. This is true also as to secur- 
ities specifically bequeathed to a trustee for a life tenant and 
remainderman, so that later, on transfer to the trustee of the 
specific securities he should receive from the executor also the 
income accrued on such securities, from the date of death of 
the testator to the time of transfer to the trustee. Where se- 
curities specifically bequeathed at the time of death of the tes- 
tator are in his estate, such bequest takes effect immediately at 
his death. Where securities specifically bequeathed are not in 
his estate at the time of death and his executor is directed out 
of funds of the estate to purchase the specific securities, then the 
executor, subject to rights of creditors of the decedent and 
costs of administration, as promptly as may be, should purchase 
the necessary securities to satisfy the bequest and the income 
accruing thereon is then adjusted between the executor and the 
trustee as of the date of purchase of the specific securities and 
not as of the date of death of the testator; and later on trans- 
fer of the securities to the trustee such income is adjusted by the 
trustee between the life tenant and remainderman, also as of 
the date of purchase of the specific securities by the executor. 
In the event such specific securities cannot be purchased prompt- 
ly, then the life tenant is legally entitled to a reasonable amount 
in lieu of what would have been such income, such reasonable 
amount to be determined by the court on examination into the 
conditions surrounding the estate. A will may postpone the 
date of beginning of the enjoyment by the life tenant of the 
income of an estate, and in such event the postponed date so 
fixed would control. 

44. It is frequently the case that a testator, after making 
certain specific and special bequests, bequeaths the residue of 
his personal estate, or a part of such residue, to a trustee in 
trust for a life tenant and remainderman. Such residuary be- 
quest is subject to the rights of creditors and costs of admin- 
istration on the estate of the deceased, the same as other 
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bequests. Since legally the residue of the personal estate repre- 
sents what may remain after satisfying all specific and special 
bequests and after payment of claims and allowances against the 
estate of the deceased and costs of administration, and since 
such residue cannot be exactly ascertained until final settlement 
in court of the estate of the deceased in regular course of ad- 
ministration by the executor, such residue or a fair part thereof 
is usually and necessarily retained by the executor until his final 
settlement in court, and then in regular course transferred and 
delivered to the persons to whom bequeathed, in trust or free 
of trust as the case may be. While the residue is so retained 
by the executor, if in securities it brings an income, and if in 
funds and the time of distribution is some time off the executor 
is expected properly to invest the funds so as to produce an 
income. The income so received by the executor is added to 
the estate in his hands and by the sums collected increases the 
amount for which the executor is accountable. The accounta- 
bility of the executor to the trustee is for the entire increased 
amount, if the entire residue is bequeathed in trust, or for a 
proportionate part of the entire residue if only a portion is be- 
queathed in trust. Such accountability of the executor is in 
gross and without regard to how much of the amount came to 
the hands of the executor at the death of the testator and how 
much the income thereon has been from the death of the tes- 
tator to the time of transfer and delivery to the trustee. The 
executor does not concern himself as to any adjustment of the 
amount between the life tenant and remainderman as _benefi- 
ciaries of the trust. Legally a residuary bequest takes effect 
the same as a specific bequest, on probate of the will and then 
as of the date of death of the testator. In the case of specific 
securities the amount is determined by the testator; in the case 
of a residuary bequest the amount is open and cannot be ex- 
actly determined until final settlement of the executor. As to 
a residuary bequest in trust for a life tenant and remainderman, 
the law is the same as to a specific bequest in trust for them— 
that the life tenant is entitled to the income on the residue of 
the estate as afterwards ascertained, such income to be com- 
puted from the date of death of the testator unless otherwise 
expressly provided. Where a residuary bequest is of only part 
of the entire residue of the estate of the decedent, then the rule 


201 











The Journal of Accountancy 


applies to the aliquot part of such entire residue. Therefore, 
when a trustee for a life tenant and remainderman receives the 
residue of the estate, or the proportionate part, bequeathed in 
trust, it becomes necessary for him to analyze the amount re- 
ceived by him from the executor, to ascertain the clear residue of 
the estate as at the date of death of the testator. In making such 
analysis the trustee must disregard any increase or decrease in 
value of the assets by appreciation or depreciation that may have 
occurred between the date of death of the testator and the time 
of transfer to the trustee, since any such increase or decrease in 
value of the personality will not affect the question to be an- 
swered, to wit: what was the clear residue of the estate at the 
date of death of the testator. In the calculations at the time 
of the transfer of the assets to the trustee every original item 
still in the estate must be related back to the date of death of 
the testator. Interest then accrued and thereafter collected on 
bonds, notes and claims, and dividends out of earnings on cor- 
porate shares theretofore declared and unpaid, should be con- 
sidered items for the remainderman and credited as part of the 
principal of the trust estate; all interest thereafter accrued and 
collected and dividends out of earnings thereafter declared and 
paid should be considered items for the life tenant and credited 
as to income of the trust estate. On investments by the executor 
during administration all income from the time of the respective 
investments should be considered items for the life tenant and 
credited as to income of the trust estate. From the amount of 
true principal so ascertained at the date of death of the testator 
should be deducted all amounts applied in payment of specific 
and special legacies, payment of the principal of claims prop- 
erly allowed against the estate with any interest accrued thereon 
to such date of death, since the amount of such legacies and 
claims with interest on claims is what should be deducted from 
the entire estate as at the date of his death to determine the 
residue. Any interest paid on such claims after such date of 
death should be considered an item against the life tenant and 
should be charged as against income of the trust estate, since 
the life tenant is entitled only to the net income of the estate. 
All legacies and claims paid without interest should be deducted 
from the amount of true principal of the estate ascertained as 
aforesaid ; also all costs of court, attorneys’ fees and other proper 
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charges in the administration of the estate. The amount of the 
commissions of the executor on the specific and special legacies 
should be deducted from the true principal of the estate so as- 
certained, since legally the residue is to consist of what remains 
of the estate after the deduction, among other items, of the 
costs of administration of the estate by the executor. Neces- 
sarily there should be deducted the amount of the commissions 
of the executor with respect to the principal of the residue of 
the estate itself. The balance then remaining will be the amount 
of the true net principal of the estate ascertained as outlined 
above, and will legally constitute the clear residue of the estate 
which should be held by the remainderman and by the trustee 
credited to principal of the trust estate, and represents the 
amount upon which the life tenant should thereafter receive the 
net income. The amount payable to the life tenant as net in- 
come of the trust estate will be the sum of the interest accrued 
and collected added to dividends declared out of earnings on 
corporate shares and collected after the death of the testator 
by the executor and as above considered as items for the life 
tenant, less the sum of the interest accrued and paid after the 
death of the testator on legacies and claims allowed against the 
estate. The difference remaining is the net income of the es- 
tate of the testator from the date of death of the testator to 
the time of transfer of the residue of the estate by the executor 
to the trustee for the life tenant and remainderman, and under 
the law such net income should go to the life tenant and by the 
trustee should be credited to income of the trust estate. Some 
criticism may be made in the aforesaid adjustment as to the 
life tenant, because of the deduction of interest on claims (from 
the date of death of the testator to time of payment of claims) 
from the gross income of the estate from the time of death, on 
the idea that the payment of the interest is inseparable from the 
payment of the claims themselves. Nevertheless such deduction 
is reasonable, since in theory if the testator had paid the claims 
the day before his death his estate would have been diminished 
by the amount of the claims paid, and the balance remaining 
would constitute the trust fund to earn income for the life ten- 
ant, being the amount of his estate diminished by the amount 
of claims paid; therefore if the payment of claims is delayed 
and interest accrues, there is an increased amount of assets in 
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the estate to earn income, and in theory income on such in- 
creased amount should offset the interest paid on the delayed 
claims. 

45. We shall now consider questions touching the amortiza- 
tion of premiums and discounts on bonds purchased by a trus- 
tee, or received by a trustee, at a cost of valuation other than 
par. While herein the discussion will be confined to bonds as 
a matter of convenience, yet it will be understood that the prin- 
ciples involved apply as well to loans and to other securities 
having a maturity or a fixed redemption period that are pur- 
chased or received by the trustee of a life tenant and remain- 
derman at a price or value above par or below par and payable 
or redeemable at par. It requires no demonstration to establish 
the fact as to a coupon bond purchased at par bearing interest 
at 5 per cent., payable annually, upon which interest was paid 
regularly until maturity, and upon which the principal was 
promptly paid at maturity at par, that the bond was a net 5 per 
cent. investment and (subject to trustee’s fees and trust charges) 
that the life tenant is entitled to the face amount of the coupons 
collected from year to year on the bond and that on collection 
of such coupons the face amount should by the trustee be cred- 
ited to income of the trust estate. It is usual for interest on 
bonds to be payable semi-annually and mathematically the pay- 
ment of annual 5 per cent. interest in semi-annual instalments 
is payment at a slightly higher rate that 5 per cent. interest an- 
nually, since the present worth of half of the annual interest 
payable at the end of six months is less in amount than the 
amount of such payment at the end of the year. Occasionally 
bonds are issued with interest payable quarter-yearly. In such 
case the mathematical difference between annual interest pay- 
ment bonds and quarterly interest payment bonds is greater, 
than between annual interest payment and semi-annual interest 
payment bonds. These differences must be considered in exact 
calculations. 

If the trustee for a life tenant and remainderman on an in- 
terest date at 105 purchase a bond for $1,000, bearing interest 
at 5 per cent., payable semi-annually, the bond having ten years 
to run, the cost of the bond chargeable to the principal of the 
trust estate will be $1,050. The trustee holds the bond to ma- 
turity and on payment at maturity receives $1,000 in payment 
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of the principal of the bond according to its terms. The 
premium of $50 paid at the purchase of the bond is lost by the 
trust estate. The question is—should such loss be charged to 
the principal of the estate and thus fall on the remainderman, 
or to the income of the estate and thus fall on the life tenant; 
also when should such charge be made—at one time or from 
time to time. The loss legally is not considered an unexpected 
loss by depreciation, since at the time of the purchase of the 
bond by the trustee it was known that the bond at maturity 
would be paid at less than its cost, to wit: at par; and the bond 
must be considered as purchased on basis of the interest to ac- 
crue thereon according to its face, less the certain loss to be 
sustained by the amount of the premium paid. In the course 
of the ten years the bond has to run the trustee will be entitled 
to collect 20 semi-annual coupons for $25 each, at face amount- 
ing to the aggregate of $500, the loss of the premium paid will 
be $50; there will remain as earning on the bond $450. The 
apparent annual earning of the bond would be one-tenth of the 
last mentioned amount, or $45 per year; and the bond will ap- 
parently have been purchased on basis 44 per cent. interest per 
annum. This is not exact. Legally there should be restored to 
the principal of the estate the cost of the bond at or before the 
time of its maturity. Since the obligor on the bond is not re- 
quired to pay more than its face amount at maturity and the 
face amount of the interest coupons from time to time, there is 
legally no other way to require restoration to the principal of 
the trust estate of the premium cost of the bond than from the 
proceeds of the coupons on the bond. On collection of the 
bond at maturity, the principal amount at par will automatically 
be restored to the principal of the trust estate, leaving the 
premium of $50 to be otherwise restored to the principal of the 
estate, out of the proceeds of the coupons. This premium might 
be restored out of the interest for the first year and charged to 
income of the trust estate, yet that would be unreasonable to the 
life tenant, since by that operation he would receive no income 
the first year, and he would be required to pay in the present 
a fixed future liability, accruing proportionately each interest 
period. To overcome unfairness of requiring restoration from 
the proceeds of the first interest coupons maturing and to dis- 
tribute the process of such restoration fairly as each maturing 
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interest coupon is collected on the bond, the principle of amorti- 
zation is resorted to. Amortization may be said to be the opera- 
tion of extinguishing a debt (in the case assumed, the premium 
paid on the bond) by means of periodical sinking fund pay- 
ments, sufficient at maturity of the debt to pay the same in full. 
The premium may be amortized on a level basis, namely: by 
taking a proportionate amount of the premium out of the pro- 
ceeds of each interest coupon and crediting such part from time 
to time to principal of the trust estate in partial restoration of 
the premium paid, the sum of such amounts reserved until and 
at the maturity of the bond aggregating the amount of the 
premium paid on the bond; and any fraction over in the ap- 
portionment for convenience may be added to the amount re- 
served out of the first coupon, so that thereafter the reserva- 
tions may be equal. It will be noted that on the level basis of 
amortization suggested above, no attention is paid to the matter 
of reinvesting the amounts reserved from the proceeds of the 
coupons from time to time. 


(To be continued ) 





























The Development of Mercantile Instruments of 
Credit in the United States * 


By Josepu J. Krein, Ph.D., C.P.A. 
Part VI 


TuHrIrD NATIONAL PERIOD 
1873-1911 


(Continued ) 


As stated in the preceding article, the custom of advancing 
money to importers on shipments of foreign merchandise con- 
signed to them as selling agents, was a matter of gradual growth, 
eventually attaining gigantic proportions. 

The method of operation when this is done will be outlined 
in general terms. A trading or manufacturing concern which 
could advantageously use more working capital than it possesses, 
may arrange with an institution to receive advances upon its 
sales up to about seventy-five per cent of the net amount. The 
title to the goods sold passes to the banker from the shipper, until 
it resides in the purchaser. The invoices direct that payment be 
made to the order of the bankers only. Loss resulting from fail- 
ure to comply with these remittance directions is chargeable to the 
purchaser. 

The writer was told that no loss of credit or business pres- 
tige or standing results from the acceptance of financial aid of 
the kind indicated. Business men are beginning to realize that 
it is just as legitimate to borrow on the security of specific transac- 
tions as on bills receivable, single name paper, or chattel mort- 
gage. The scrutiny to which a firm is subjected before the larger 
bankers will accept it as a client is becoming recognized as a tell- 
ing argument in favor of the borrower. 

It is the usual procedure for the accommodated firm to secure 
a credit which marks the limit of the advances to be made. The 
customers whose orders are to be filled must be passed upon, and 
all invoices must be submitted to the banker as a preliminary to 
individual allowances. The fees are agreed upon as a certain per 


* Most references to sources of information have been eliminated. Those interested in 
specific points should communicate with the authorjin care of THE JourwaL. (Ep.) 
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cent on the amount advanced, plus a fee for the supervision and 
investigation that the established relationship entails. The rates 
vary with the degree of responsibility of the client. 

Foreign exporters also arrange, usually through their domestic 
sales agents, for similar accommodations. The advance here 
takes the form of a banker’s credit abroad. The exporter is per- 
mitted to have a bill accepted at so many days’ sight, the accept- 
ance being made by the foreign banking correspondent of the 
home institution. This accepting is conditioned upon the deliv- 
ery of the proper shipping papers to the correspondent institu- 
tion. The documents are forwarded to the American banker 
so that he keeps control over the goods. Further advances are 
very often made to pay the import duties, and the full or part 
charges of the foreign shipper. Sometimes it is necessary for 
the agent to advance a portion of the cost himself, but the prin- 
ciples involved are the same in all cases. Effective control of the 
goods is maintained until payment has been made, by means 
already explained. 

In imitation of these legitimate and high-grade banking oper- 
ations certain unsavory practices have come into being. The 
“loan-sharp ” is known to all. Some of the smaller banks, too, 
have lent themselves to practices which should subject them to 
more or less severe criticism. We shall first treat of the activ- 
ities of the private concerns. 

The loan-shark’s prey is the business man who is in bad finan- 
cial straits. When he can no longer secure accommodations at 
the bank, and when his paper is not acceptable, he goes to a 
“ private” banker or a “ financing” company, for aid.* The 
security exacted is usually a mortgage on the borrower’s plant, 
together with a secret assignment of his book accounts.t Need- 
less to say that the rates are exorbitant. The final chapter of 
the man who is so unfortunate as to fall into the clutches of the 
organization alluded to is, more often than not, written in the 
bankruptcy court. 

The smaller banks referred to probably do not consider them- 
selves culpable. Some of them argue that their depositors who 


* The adjectives in quotations should not be misinterpreted. It is impossible to express 
the desired idea without employing them or similar terms; unfortunately, some legitimate en- 
terprises have trade names suggested by those words. Nothing here refers to particular in- 


stitutions. 
t Some bankers criticise very sharply this practice of secret assignment. 
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seek accommodation have no other form of security to offer them 
than their open book accounts. In many cases the arguments are 
unanswerable. Some of the best known bankers feel, however, 
that when an assignment of a client’s open accounts is made as 
a necessary precaution something is wrong. If the personal 
standing is not a sufficient warrant for the safety of the loan, 
and no tangible security is available, no credit should be extended. 
When an assignment has been made, it should be recorded by 
giving the debtor notice that his account is payable to the bank. 
It is against the practice of agreeing to keep the matter secret 
that the criticism is directed. Those who oppose the system say 
that credit information should never be hid in the manner im- 
plied. Answer is made that the borrower deposits checks re- 
ceived from the concerns whose accounts have been passed to the 
lending bank as security, without drawing against them. The 
extreme difficulty of maintaining the vigilance sometimes neces- 
sary in such cases is self-evident. 


FoREIGN CREDITS—NON-EuROPEAN 


The general principle upon which exchanges are effected be- 
tween the merchants of this country and those of Asia and Aus- 
tralia is that of cash or its equivalent upon delivery. The ex- 
ceptions will be disposed of at once. 

The writer was told by one of the largest, if not the very 
largest banking institution concerned with the Far Eastern trade, 
that a domestic concern imported hemp from a Manila firm and 
exported to it American goods, the balances being settled at 
regular intervals. But such set-off transactions are unusual. 
Some of the best known houses in New York and elsewhere have 
established such enviable reputations that consignments are ad- 
dressed to them without collection precautions of any kind. Re- 
ciprocal relations do not appear to exist. 

When sales are made it is customary to draw drafts (bills 
of exchange) upon some banking concern with which the con- 
signee has previously made arrangements to honor the same. 
These bankers are located either in Paris or in London, most 
of them in the English capital. Local banking institutions stand 
ready to collect or discount these bills. Inasmuch as they are 
accompanied by bills of lading, and often other documents, they 
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are called documented or documentary bills of exchange. They 
are very often made out to the order of the institution which 
purchases them or which effects collection. Through the cour- 
tesy of the International Banking Corporation, a form of draft 
used is herewith presented. 


April 3, 1910. 

At 90 days after sight pay this First of Exchange (Second being un- 
paid) to the order of Int. Bkg. Corp. the sum of Ten Thousand Dollars 
ED cious ccdbeake cance with interest added thereto at six per cent, 
per annum, from date hereof to approximate due date of remittance in 
London or New York. Payable at the current drawing rate for the 
International Banking Corporation’s Drafts at sight on London or New 
York. Value received. 


Drawer. 


On account of the risk involved in financing a transaction over 
such a long distance, the bank requires a guarantee from the 
shipper that the institution will be reimbursed finally. At the 
time when the credit is established, a form is filled out guarantec- 
ing to hold the bankers free from any loss resulting from any 
cause whatsoever, and giving them authority to dispose of the 
goods if necessary. 

A surprisingly large number of these bills are drawn on the 
consignee himself. The risk is reduced to a minimum because the 
delivery of the goods is controlled by the shipper or his agent. 
It is customary for the local banking company to forward the 
documented bill to its correspondent in the city of the consignee, 
with instructions to collect either cash or a good bill on a known 
banker. The amount advanced on a shipment, whether the bill 
is drawn on a bank or a trader, depends on the intrinsic value of 
the goods and the credit standing of the consignor. 

The financing of import operations, though based on the 
same principles as those which apply to the export trade, are 
sufficiently different in detail to warrant a description of the 
process. The foreign merchant is more accustomed to handling 
credit instruments than is the American. He has come to re- 
gard the endorsement of a banker as a necessary condition to 
prime paper. For this reason, the acceptance of a banker in 
Paris or in London is necessary in all cases where goods are not 
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sent upon the personal security of the importer. By a system 
of correspondent banks, the foreign exchange bankers of this 
country are prepared to sell bank credit abroad which may be 
drawn against. Arrangements are made by applying for such 
a credit at the New York or other American offices. After 
agreeing to reimburse the bankers, word is sent (usually ca- 
bled) to the correspondent in Shanghai or other Eastern city 
where the exporter is located. The foreign branch is directed 
to accept a draft payable in London or in Paris upon proper 
proof that goods have been shipped. In some cases the draft 
is immediately discounted, so that the shipper receives his equiva- 
lent in coin at once. 

European exports and imports are handled in an analogous 
manner, but it will be best to dispose of them in connection with 
distinct commodities. This will be done, accordingly. 


THE FINANCING OF CERTAIN COMMODITIES 


How the major cereals are financed, and how other important 
commodities of this country as well as those which are imported 
to it are purchased and disposed of, is an interesting topic. But 
we cannot go into it. However, in order to show the credit aspect 
involved, we shall very briefly treat of a few commodities, which 
have not been discussed elsewhere. 


CoTTOoN 


In each of the sections into which this paper has been di- 
vided, we have had occasion to speak about the financing of the 
cotton crop. The section dealing with the lender on open ac- 
counts, summarized the present methods of handling the chief 
product of the South. We wish to supplement what was already 
said by a few short lines. The large factors in the Southern 
ports dispose of the cotton bales to the merchants of the North, 
or those of England and elsewhere. Most of the cotton is 
shipped as a result of sales made upon the floor of the New York 
Cotton Exchange. The bills of lading given by the carrier are 
attached to drafts by the Southern factors, and sold to the banks 
of their own localities. These banks transmit them, for the most 
part, to New York bankers, whence they are finally obtained 
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by the drawee of the draft, who either accepts or pays 
the bill. The draft is drawn at sight (usually) when on New 
York, if on England, it is often for sixty days, while on Russia, 
though drawn on an English banker, the time is most frequently 
ninety days. 

GRAIN 


Much of the wheat and oats which arrive in the New York 
market is shipped from or through Chicago. The shipper from 
the West, just as the factor of the South, presents a documented 
bill of exchange, drawn upon the buyer in New York, for dis- 
count at his own bank. This bank forwards the draft to its 
correspondent in New York, usually with instructions to sur- 
render shipping papers only upon honor of draft. If the wheat 
is for Europe, it may be re-billed in New York and a foreign 
bill of lading received, or, as is coming to be more the practice, 
it is “ through billed” direct from Chicago. In the former case 
the correspondent bank in New York arranges for the proper 
drawing of the necessary bills; in the latter case, such bills are 
drawn at Chicago in the first instance. When goods are re- 
billed in New York, it is customary for the New York bank to 
acquire the title to the grain by purchasing the draft, rather 
than to act as the collection agent. 

Some little milling is done in the city of New York, and it 
is, of course, necessary to supply wheat for the mill. The grain 
is sold on from twenty to sixty days’ time, and a note is received 
for it at once. The writer was informed, that these notes are 
not discounted, but are simply used as evidences of debt. These 
terms, too, are the usual ones in the marketing of oats for the 
local Eastern trade. 

It often happens that when the wheat arrives at New York, 
shipment to England or elsewhere is not to be made at once, 
or the local market is not ready for it on favorable terms. In 
such cases, it is stored in convenient elevators, similar to the 
Chicago usage. A warehouse receipt is obtained, and, just as 
is the custom in Chicago and other central cities, funds may be 
obtained upon the security of such paper. When the grain is to 
be shipped, the warehouse receipt must be surrendered in order 
to obtain possession of the wheat. It is then necessary to se- 
cure the receipt from the bank, and arrangements have to be made 
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for the exchange of it for the bill of lading. Otherwise, the 
warehouse document must be redeemed by meeting the obliga- 
tion which had resulted in a loan. 


TEA AND COFFEE 


We have seen in treating of foreign credits, other than Eu- 
ropean, that certain banking houses arrange for the exchanges 
involved in the Far Eastern trade. Though these corporations 
are displacing the need for European credit, nevertheless the 
settlements for the importation of tea are still by way of the Lon- 
don money market. Arrangements are made with bankers who 
have foreign connections for a credit on Europe, usually on 
London. The English house has a branch at or near the place of 
shipment for the tea, and the China merchant can present his bill 
at this branch for acceptance or for payment. If the evidence 
presented shows that the proper shipment has been made, the 
bill will be honored. Various arrangements are made between 
the importer and the bank, but the essentials of such transac- 
tions have already been presented. 

Very little is to be said about the local marketing of tea. It 
is sold to the jobber on thirty to sixty days, or three per cent off 
in ten days. Very few buyers fail to avail themselves of the 
discount. In this line, as in others, competitive forces compel in- 
voice anticipation. 

Most of the coffee which comes to the American market is 
from Brazil. The terms of purchase are, usually, a ninety day 
sight draft with documents attached. The invoice for the goods 
is made out in American money but it is payable in English 
equivalent at a fixed rate of $4.86 to the pound sterling. The 
draft is drawn on some London bank, where a credit has been 
previously established on behalf of the importer, through the 
instrumentality of a banker in the city. 

Inasmuch as most of the coffee which is used in the interior 
is purchased from coffee brokers in New York, a word or two 
will not be amiss regarding the credits involved when making 
the sale to the inland buyer. Almost invariably, it is sold sub- 
ject to sight draft with bill of lading attached. This draft instead 
of being left with the bank for collection, is customarily sold to 
banks. 
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WHISKEY 


A short paragraph on whiskey will be presented, not because 
of the relative importance of this commodity, but because an 
unusual credit device is involved. The whiskey is stored in 
bonded warehouses, which issue warehouse certificates for the 
same. Whiskey has a relatively staple market value, so these 
certificates can be made the basis of bank loans. They are at- 
tached as collateral to single name or endorsed notes and offered 
for discount at the bank. In this form they are known as “ dis- 
tiller’s certificates.” On account of wholesale frauds which were 
perpetrated upon banks which made loans upon duplicate cer- 
tificates, many institutions now refuse to handle this kind of 
paper. 

DIAMONDS AND JEWELRY 


Diamond and jewelry houses in this city practically import 
all of this kind of goods entering the American market. The 
purchases are made in various cities of Europe where the cus- 
tom of accepting bills for all sales prevails. These bills or ac- 
ceptances must be met at maturity in order to maintain one’s 
reputation. When the goods are disposed of by the importer, 
in order to make sure that his collections will be made on time, 
he insists upon either receiving the purchaser’s promissory note 
for the amount of the invoice, or else an acceptance of a time 
draft drawn in favor of the seller. These notes and acceptances 
are considered necessary for two reasons: the credit terms in 
the line are so long, and it is felt also that the buyer is more 
likely to meet his written obligation than to pay a book account 
precisely on time. We can readily see how important it is to 
make assurance doubly sure when one has foreign acceptances 
to meet at maturity. 

Another reason for the taking of these notes, is that when the 
local discount market is unfavorable, many of the larger import 
houses find it possible to discount their promissory notes endorsed 
by some well-known European house and secured by a deposit 
of the bills receivable. 


Furs 


The United States is said to be the largest fur garment con- 
sumer in the world. To supply this demand, the markets of Eu- 
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rope are sought after for their skin products. The furs are 
disposed of at markets, conducted by licensed auctioneers, prin- 
cipally in London and in a few cities of Germany. The fur is 
acquired through the instrumentality of a native buyer. In pay- 
ment, drafts are accepted at from three to six months’ time. 

Upon arrival at New York, the goods are stored in govern- 
ment warehouses until required. Sales are made at from six to 
eight months’ time, with a tendency for even longer terms during 
the past few years. Notes are taken from the buyers, carrying 
interest after sixty days, at six per cent per annum. These notes 
are then discounted, without additional security at various city 
banks. 

A few words ought possibly to be added regarding the 
foreign drafts employed in this line. The bill payable in 
England usually reads, not so many days after sight, but “on 
such and such a day,” pay to the order of, etc. The German bill 
is made payable at the office of the factor. We herewith append 
a specimen : 


Leipzig, Dec. .... Pir Mask........ 


DS, i Seattle ee Zahlen Sie fiir diesen Prima-Wechsel 
an die Ordre (Von mir selbst) laut Bericht, die Summa von: 


In New York 
ee eS errr rr er © (Signed) 


ee ee 


Leipzig, Reichtstrasse 13. 


SUGAR 


Most of the sugar used in our country is imported from 
Cuba. It arrives in the raw state, on account of the high tariff 
on the refined product. Consequently, Americans do the refin- 
ing, and the principal refineries are in New York City. A few 
others are located elsewhere. 

The importer of the Cuban sugar is called upon to make ad- 
vances to the planter June to September. When the product 
is harvested, it is then shipped to New York and sold to the 
refiners, on practically a cash basis. After reimbursing himself 
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for his advances and his commissions, the balance is remitted 
to the planter. 

Some Cuban bankers also make advances to the plantation 
owners and they have the privilege of disposing of the crop when 
it is ready for the market. They sell the sugar to brokers in 
New York, drawing on them at six days “after the arrival 
of documents.” Inasmuch as the mail arrives considerably be- 
fore the goods, it often happens that the bill matures and is 
paid before the sugar is received. 

In times of bad Cuban crops, it is found necessary to import 
some from Java. The bill drawn upon the importer is for three 
months’ sight, and as the goods usually arrive in about two 
months, the cargo has often been disposed of by the broker be- 
fore he is called upon to meet his obligation. Despite these ad- 
vantages to the importer, sugar is not ordered from Java unless 
the Cuban crop fails, because of the great tariff differential in 
favor of the West Indian article. 


FLouR 


In treating of flour, we come across a new term. It is the 
“arrival draft.” Millers employ this document in drawing upon 
the New York buyer. The bill which is attached to the ordinary 
draft, is discounted at the point of shipment and is honored, ac- 
cording to its terms, in New York. What has been said applies 
to outright purchases, but much of the flour received here has 
been sent on consignment. Upon arrival, it is usual for the con- 
signee to remit to the consignor, two-thirds of the market value 
of the shipment. After disposing of the goods, an “ account 
sales,” showing the result of the shipment, is made out by the 
commission merchant and sent to the owner together with the 
net proceeds in the form of New York funds. 

Shipments to Europe have been decreasing of late. They are 
most often shipped directly from the mill on a through bill of 
lading. The cash terms are three days’ sight bill, or a sixty days’ 
sight bill, if on account. 

It is hardly necessary to add anything regarding the local 
trade; still, for the sake of completeness, it may be stated that, 
as in so many other lines, sales are made to the jobber and the 
wholesale grocers on a cash basis. 
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The Development of Mercantile Instruments of Credit 


TosBacco 


The importation of tobacco from Cuba need not detain us 
A considerable amount is obtained from the East Indies, pur- 
chased from the Dutch government at the state auctions in Am- 
sterdam. The bids are sent in in the form of “ subscriptions,” 
and when the allotment has been made, it is paid for by drawing 
against letters of credit which have previously been obtained. 

The tobacco merchant disposes of his goods on a credit of 
from four to six months, receiving notes for the same. The 
larger concerns keep these notes until maturity, discounting their 
own single name paper in case of need. There is no “ dating,” 
in this line, but some of the larger merchants store tobacco pur- 
chased by their customers from them in warehouses, free of 
charge, until required. The reason why manufacturers buy the 
tobacco before it is needed is that it is felt that a better selection 
may be made early in the season. 


SUMMARY 


The foregoing, taken into consideration along with other 
credit phases which have been discussed in other connections, 
are intended to illustrate how imports and exports are financed 
and to outline some of the peculiarities observed in certain lines. 
It should serve to show that long credits still obtain; that note 
settlements are not entirely obsolete; but that, in many lines, 
credit terms, though still quoted, have practically disappeared be- 
cause of the large discounts offered for prompt payment. 
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EDITORIAL 


The Treatment of Depreciation in Connection 
with the Federal Corporation Tax 


It was hardly to be expected that the operation of a law 
of the character of the Federal corporation tax law would be 
unattended with difficulties arising from variations in the meth- 
ods of accounting employed by the numerous corporations sub- 
ject to the tax or from differences of opinion between the Treas- 
ury department and corporation officials regarding the applica- 
tion of certain well defined accounting principles, the acceptance 
of which by the corporation officials themselves represents, it is 
only fair to say, a development of comparatively recent years, 
due in no small degree to the persistent efforts of the public 
accountant. 

The charge for depreciation, although recognized in principle 
by the terms of the law itself and provided for in the forms for 
making returns to the Treasury department, is a matter regard- 
ing which discussion might well arise. It is a charge which com- 
pany officials have been rather prone to regard as flexible and 
adjustable to meet the fluctuations from year to year in the 
profits from operations. A “good year” has frequently been 
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made to bear a heavy depreciation charge, and in a “ bad year” 
no provision, or an inadequate one, has been made. 

A close scrutiny by the Treasury department, therefore, of 
returns in which depreciation is an important item is only rea- 
sonably to be expected, and it is proper to assume. that the au- 
thorities will not permit any undue absorption of profits in good 
years by a heavy depreciation in excess of the normal require- 
ment, even in cases in which the provision made in other years 
has been inadequate. 

Assuming, however, that a charge against profits for depre- 
ciation is made in good faith upon the books of account at nor- 
mal and reasonable rates, the exact method adopted for record- 
ing the conditions upon the books would appear to be beyond 
the scope of legitimate inquiry or criticism by the Treasury 
department. Nevertheless, the collectors of internal revenue in 
certain districts, by what appears to be a narrow construction of 
one of the rules of the department relating to depreciation, have 
held that the amount of depreciation, in order to constitute a 
proper deduction from gross income in the returns, must be actu- 
ally credited in reduction of the ledger account in which the book 
value of the asset depreciated is carried. 

It will at once be apparent to every practising accountant that 
a very large number,—it is safe to say a majority—of corpora- 
tions would under this ruling be prohibited from entering in 
their returns, as a deduction from gross income, the amount of 
their depreciation charge, simply by reason of the fact that in- 
stead of applying the amounts charged to profit and loss to the 
credit of the respective plant accounts they have followed the 
course which is generally regarded as the best practice, and have 
carried the amount of the charge made to the credit of deprecia- 
tion reserve account. That any such strained construction of the 
law or of any rule made for the regulation of the operation of 
the law was ever intended is inconceivable. 

The rule upon which the reactionary decision referred to is 
based appears in “ Circular T. D. 1742 Special Excise Tax,” and 
reads as follows: 


“83. Depreciation to be an allowable deduction in the return of an- 
nual net income of a corporation must be charged off on the ledger of 
the corporation, so as to show a reduction in the capital assets of the 
corporation to the extent of the depreciation.” 
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There can be no question that this rule was intended to render 
it impossible for corporations in their returns to make deductions 
for depreciation differing from those actually charged off against 
profits upon their books, a practice which, if permitted, would un- 
doubtedly lead to abuse and consequent loss of revenue to the 
Government. The Treasury department has a right to assume 
that if a charge for depreciation is reasonable, it will be recog- 
nized and given effect to upon the books of account of the cor- 
poration. 

Every accountant will maintain, however, that amounts cred- 
ited to a depreciation reserve account are actually “charged off 
on the ledger . . . so as to show a reduction in the capital as- 
sets... .” The practice of maintaining accounts, either debit 
or credit, at what are generally termed “ gross values,” for pur- 
poses of record, with opposing balances on the other side of 
the ledger representing deductions necessary to reduce the prin- 
cipal accounts to their actual “net values,” is one generally ap- 
proved and sanctioned by long use. The opposing account rep- 
resents, with equal veracity, a deduction from the balance of the 
principal account, as though the entries which it comprises had 
actually been made in the latter account; and it is as little sub- 
ject to diversion to any other purpose in the one case as in the 
other. 

Applied specifically to plant account, it will be generally not 
merely admitted, but maintained, that the gross value, repre- 
senting original cost, and the reserve for depreciation, are com- 
plementary and inseparable in stating the present value of the 
plant account of a company, while at the same time information 
of real value to the company, to bankers and to the investing 
public is obscured if the two accountants are merged, unless the 
account is analyzed or a subsidiary analytical plant record is 
maintained. 

It might be considered that the interpretation of the rule to 
which exception is taken, represented merely the personal opin- 
ion of an individual collector. The matter assumes somewhat 
more importance, however, when it is stated that such a decision 
by a collector was, after full explanation, upheld by the Treasury 
department. The following extracts from a letter of the com- 
missioner bearing on the subject are somewhat conflicting, but 
appear to express the opinion of the department regarding the 


matter in question: 
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“Your letter of the 13th inst., with enclosure relative to ‘ proper 
entries in the books of corporations to represent depreciation,’ has been 
received, and in reply you are advised that this office is not disposed to 
suggest any particular system of bookkeeping, but will insist that entries 
representing depreciation shall be made so as to evidence a reduction in 
the value of the property with respect to which the depreciation is 
claimed. 

“If depreciation means anything, it means a decline in the value of 
the property with respect to which it is claimed to an amount equal to 
the depreciation charge and there does not appear to be any good rea- 
son why the property account should not be correspondingly reduced. 

“It appears inconsistent with the claim of a decline in value by rea- 
son of depreciation that the property account should be carried year after 
year at the same figure, while a fund is being set aside to keep up a value, 
which, according to the books, has suffered no decline. The property 
account can only be kept up to its original figure when the full amount 
of the depreciation fund is expended for renewals, replacements and mak- 
ing good of any loss resulting from such depreciation. 


“ The law authorizes a reasonable allowance for depreciation of prop- 
erty, if any, and contemplates that such allowance shall be so entered on 
the books as to show that the property, with respect to which it is 
claimed, has actually declined in value to the extent of the allowance.” 


It will be observed that a slight confusion arises from the 
use of the term “ fund,” when the point raised related only to 
the creation of a “reserve.” In this connection it may be ques- 
tioned whether the use of the term “reserve” is advisable or 
even justified in its generally accepted sense, in describing the 
account representing the provision made for depreciation. When 
the account is created and credited with the charge made to profit 
and loss, the depreciation has actually occurred and requires to 
be provided for, not merely reserved against. The term “ re- 
serve” frequently applies, and may imply to the Treasury de- 
partment in this case, to a provision against contingencies which 
may never arise, in which event the reserve would be unnecessary 
and would revert to general surplus. It would appear to be ad- 
visable to distinguish between an account representing specific 
and final provision for an ascertained loss, such as the reduc- 
tion in the value-in-use of plant, and an account representing a 
general provision against contingencies which experience teaches 
will inevitably arise, but which are not yet fully determined, such 
as reserve for bad debts. Depreciation unquestionably belongs 
to the former category, and for this reason, if it would better 
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meet the objection of the authorities, it might be advisable, 
although the case is rather one of distinction than of difference, 
to designate the account created “ plant depreciation ” instead of 
“reserve for depreciation of plant.” 

Before the publication of this issue of the JoURNAL, the cor- 
poration returns for 1911 will be in the hands of the authorities. 
It is, however, to be hoped that the point to which attention has 
been called will not generally be raised by the collectors, or that, 
if it is raised, the unanimity and strength of opinion among ac- 
countants regarding it will be sufficient to preclude the mulcting 
of corporations by reason of their methods of accounting in the 
past, even though, as is very unlikely, the Treasury department 
should insist on a change for the future to a method conforming 
more to its ideas, though less generally acceptable to the public 
accountants and corporation officials. 





The Charlatans of Method 


It is perhaps inevitable that one of the concomitants of ad- 
vance in business methods should be the upgrowth of that great 
army of charlatans whose nostrums for the cure of all com- 
mercial ills—whether real or fancied—are advertised broadcast. 
The Law has its “ shysters””; Medicine, its quacks; the Church 
its impostors of manifold variety, and it would be almost too 
much to expect the profession of accountancy to escape a sim- 
ilar accompaniment of parasites. 

But while admitting that these panacea vendors may be ex- 
pected to hang on the skirts of Progress, it is not to be denied 
that their labors should be frustrated at every point by the men 
who by training and profession are genuinely qualified to per- 
form the tasks which the charlatans desire to undertake. More- 
over it is evident that many of the things which these deceivers 
profess to be able to accomplish are impossible. Take for ex- 
ample an advertisement recently issued in the form of a circu- 
lar letter addressed to several business firms. In this circular 
appeared, inter alia, the following: 


“We are able to increase your production from 5% to 30% with- 
out adding to your labor and equipment cost. 
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“We are able to produce your present output for from 5% to 30% 
less than it costs you for labor. 

“* Assuming that you have a selling force of any size—that is, of five 
or more—we are able to produce from 5% to 30% additional gross 
profit with your present selling expense and on the present volume of 
sales.” 


The men issuing this astounding statement describe them- 
selves as “industrial engineers.” Apparently the objects of the 
firm are somewhat similar to those of legitimate organizers of 
business systems and reforms, but their claims -are so extrav- 
agant as to be self-refuting. Baldly to promise an increase in 
efficiency of from 5% to 30% without first ascertaining what 
conditions obtain is utterly reprehensible, and might be described 
by an even stronger term. 

Leaving out of consideration the question of the liability of 
such advertisers to criminal prosecution for fraud—surely as 
apparent in their case as in that of many a more harmless quack 
in other walks of life who has been brought to book, and to 
bars—it is perfectly evident that the truly progressive business 
men whose efforts are honestly aimed at improvement of sys- 
tem and method should take action at every opportunity to pre- 
vent the deception of the unwary by these specious promises of 
the unattainable. 

No doubt there are many business undertakings which could 
and should effect enormous economy and vastly increase their 
outputs, but on the other hand there are many other businesses 
so ably managed that such betterments as are foretold in the cir- 
cular quoted are absolutely out of question. 

Fortunately this particular circular is so manifestly absurd 
that it can scarcely deceive anyone, but there are others—and 
many of them—which are more plausible while being no less 
fraudulent. Against such the accounting profession should be 
on its guard and should do its utmost by private warning and 
by public exposition to lay bare the gross misrepresentations 
which too often are foisted upon an all too gullible public. 
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ConpucTeD By JoHN R. Witpman, M.CS., C.P.A. 
ProBLeM No. 3 (DEMONSTRATION ) 


Mr. Dimlawn’s capital account at the end of April was 
$281.43 smaller than at the beginning. Evidently he had lost 
money during the month. This fact was borne out by the profit 
and loss account, which summary showed that, while the gross 
profit on merchandise had been $327.92, the expense of con- 
ducting the business had been $609,35, resulting in a net loss of 
$281.43. 

The result was not inspiring. Losses meant diminished cap- 
ital. A continuation would result in bankruptcy. To avoid bank- 
ruptcy some remedy must be applied. Before any remedy could 
be applied the cause must be known. Thus the proprietor may 
have reasoned. 

Mentally he may have inquired: “ Are my expenses higher 
than the business will justify, or am I not making a sufficiently 
large gross profit to cover the expenses which are warranted by 
the volume of business? Will this profit and loss account which 
I have before me, give me this information? Will it help me to 
remedy the cause of the trouble? Wiil it help me to administer 
my business so that I shall make instead of lose money next 
month?” 

Concluding that it would not, he may be imagined to have 
called his bookkeeper and asked for the ledger which showed the 
following accounts : 

















MERCHANDISE EXPENSE 
/31/10, I lRent $75.00/P & L $6 
31/10, In- ite wes Wak ones ‘ 09.35 
. ventory.. $0,262.62/Sales..... DE ARG Rs 66 00se000< 15.80 
.. 1,427.83) Discount. . 56.22||Advertising.......... 135.00 
Inward freight 72.37|Allowances 57.58||Salaries, Salesmen.... 200.00 
Sales returns 26.43\Inventory. 9,745.94||Janitor............. 40.00 
Messenger. . 15.00 | ookkeeper.......... 60.00 
|S | ee 327.92 Office expense........ 12.50 
—_——— ——————_| |Stationery and printing 8.75 
$11,132.17 $11,132.17 Wrapping ae 20.00 
al —_ mmission......... 42.30 
4/30/10, In- 
ventory... $9,745.94 | $609.35 $609.35 











From these accounts he may have determined the following: 
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Ratio of gross profit to cost................ Se 
ee Osos od6 ince ccc sacswabeeane .6747+ 
Pe 0 ODORS. « + 5 ccncecsasnkcetnkena ae 3116+ 


Which applied to the cost of $903.08 shows the loss of $281.43 


In order to make a profit in May, Dimlawn concluded that 
he must purchase more cheaply, increase his volume of business, 
reduce expenses, or add to the cost of all his goods a percentage 
greater than 67.47%. 

Having in mind the reforms necessary, and the service which 
the merchandise and expense accounts have rendered him in de- 
termining what to do, he instructs his bookkeeper to arrange to 
furnish him at the close of May with a statement which will em- 
brace the information shown by these accounts. 

In accordance with this request the bookkeeper arranges to 
open accounts for the various classes of expenses and, foreseeing 
that at some time the entries in the merchandise account may 
become numerous, or that his employer may call upon him for 
statements extending back over a greater period than a month, 
abandons the merchandise account, setting up in place thereof 
accounts which will properly classify the elements of which it 
is composed. 

The transactions for May included the following: credits to 
accounts payable, aggregating $3,839.66 distributed as follows; 
merchandise purchases $2,559.05; inward freight $45.77; inward 
cartage, $12; automobile $1,200; auto-expense (gasoline) $22.84. 

The cash sales for the month were $3,920.31; charge sales 
$218.47. The sales returns amounting to $164.53 composed 
of $151.47 involving the petty cash and $13.06 credited to cus- 
tomers’ accounts. 

The petty cash disbursements were: wages of chauffeur $50; 
wages of messenger delivering goods $15; wages of saleswomen 
$204.50; wages of janitor, $40; salary of bookkeeper, $60; office 
expense $18.50; commission to saleswomen $144.85; drawings, 
R. J. Dimlawn $75. 

Among the disbursements by check were the following: rent 
$75; light $14.72; advertising $150.25; stationery and printing 
$12.50; packing supplies $65 ; insurance (one year from May Ist) 
$60 ; transferred to petty cash $goo. 

The trade discount on purchases amounted to $88.15; pur- 
chase allowances $137.49; sales allowances applicable to charge 
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sales $7.82. Other transactions comprised insuring the stock of 
merchandise and borrowing $10,000 from the Cedar Trust Com- 
pany on a three months’ note bearing interest at 6% and dated 
May Sth. 

The bookkeeper opened an account which he called “ auto-ex- 
pense ” and to which he charged the wages of the chauffeur and 
the gasoline purchased. There was not enough gasoline on hand 
at the end of the month to warrant taking cognizance of it in 
the inventory. It was estimated that the automobile service was 
devoted to the delivery of goods and the hauling of incoming 
goods respectively in the proportions of three-fourths and one- 
fourth. 

The inventory of merchandise on May 31st was $9,854.32. 
The balance of the accounts receivable was $47.25, while that of 
accounts payable was $1,970.43. The interest accrued on notes 
payable was $44.37. The interest on bank balance was $8.65. 
In order to be exact the bookkeeper accrued the wages of sales- 
women, for the two days intervening between the end of the week 
and the end of the month. The amount involved was $17. 
There was also due saleswomen for commission during the two 
days, $20.17. The bookkeeper was instructed to depreciate the 
furniture and fixtures at the rate of $10 per month and the auto- 
mobile on the basis of a five year life. 

From the above facts taken in conjunction with the balance 
sheet of April 30th prepare; 


(a) Working sheet (adjustment columns supported by 
journal entries). 

(b) Trading and profit and loss account for the month 
ended May 31, 1910. 

(c) Balance sheet—May 31, IgI0. 


SOLUTION TO PROBLEM NO. 3 


The purpose of the working sheet it will be remembered is 
to show a picture of the books; to provide for proof of mathe- 
matical accuracy as the work progresses; to facilitate the prep- 
aration of the financial statements. It is of as much practical 
help to the accountant as to the student who undertakes the solu- 
tion of problems. How often does it happen that the accountant 
prepares the statements contained in his report from the trial 
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balance without adjusting any figures? Seldom! How often 
does the accountant have to make so many adjusting entries 
for the purpose of his report that if he is not careful and sys- 
tematic in his work he may be greatly confused and embarrassed 
when called upon, sometimes months afterwards, to explain cer- 
tain differences between the books and his report? Frequently! 
Would it not be better, then, to have a working sheet which 
shows the figures per the books, all adjustments, with journal 
entries supporting them, and tracing the connection between the 
books and the report? Decidedly! 

When a student undertakes the solution of a problem wherein 
do the pit-falls lie? They lie in failing to start with the accounts 
in balance; failing properly to interpret some statement of facts 
entailing an adjustment; failing to credit some account at the 
same time a certain account is debited, or vice versa; failing cor- 
rectly to apply the adjusting items; failing properly to classify 
the accounts; failing to foot correctly. A student who finishes 
a problem and finds that his solution is wrong wants to know 
where the trouble is. If he is working in an examination he 
wants to know quickly. The working sheet enables him to 
localize his error. It enables him to do so quickly. The figures 
are all before him and not scattered about on scraps of paper. 
A systematic review of the work will discover the error very 
promptly. This review will consist of the following steps: 


1. Re-foot trial balance. 

2. Foot adjustment columns if same has not been done; 
re-foot if previously footed. 

3. Check application of adjusting entries and distribution 
into balance sheet and profit and loss statement col- 
umns. 

4. Re-foot balance sheet and profit and loss columns. 


There is some question as to whether it takes longer to solve 
a problem with or without the working sheet. Without paus- 
ing to give due consideration to the question we should probably 
say that the working sheet undoubtedly takes longer. When 
you consider the amount of time lost in hunting for errors it is 
probable that the method which seems at first the longer is after 
all the shorter. There is now (1912) being conducted by the 
accounting department of the New York University, School of 
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Commerce, Accounts and Finance, a series of experiments to 
determine the relative merits of the two methods so far as 
their effect upon speed is concerned. 

The solution of the present problem is not dependent upon 
speed. The procedure may therefore include the use of the work- 
ing sheet. The actual task of setting it up may be deferred until 
such time as the journal entries which play so important a part 
in the solution have been made. 

It may be advisable before journalizing the transactions for 
the month to explain what is meant by “ framing journal en- 
tries.” Students frequently express surprise when in so doing 
cash is included in an entry. Invariably the act will be objected 
to by the student with the statement that “ cash does not go into 
journal.” As regards bookkeeping of course he is correct. As 
regards the solution of a problem little cognizance is taken of 
books and the framing of journal entries in reality means ex- 
pressing the financial transactions of whatever nature in the 
form of a journal entry. 

Framing journal entries is an accomplishment much to be 
sought by the student. It has frequently been said that the ac- 
countant who can analyze a complicated series of financial trans- 
actions and express them in the form of journal entries need 
never worry about succeeding in his work. To be able to frame 
the journal entries is to do more than half of the hard work in 
most problems. Failure to understand and apply them usually 
means failure in the solution. Familiarity with them is accom- 
panied by that comfortable feeling of being at ease which takes 
the sting and dread out of practical problems. The journal en- 
tries, which seem to be sufficiently expressive without explana- 
tion, covering the transactions for May follow: 


ro acnncchee nds ecgenes Caeshadeets neces $2,559.05 
Rs nc cnn iades SeNeh an seebea nse iens 45-77 
IS, 6 Vein cs SERB ed VESROseneud 12.00 
a a a ok a aw bie 1,200.00 
i, 2c hightnceskestenusades 22.84 
PEED. bs isos a cv ehececceescens $3,839.66 
dice th anddneeRhe een eds dey 3,920.31 
EE a.o ta ad akacntaeaharewsenn ese 218.47 
as a Ce eee ere es 4,138.78 
ain ants apie ec GeR RA dich abe 164.53 
Ras acta. hgh) do kG oe 4 9% 8 151.47 
III 5 non a Sun ctmiee ccnde's 13.06 
Auto expense (wages of chauffeur)................ 50.00 
Delivery expense (wages of messenger)............ 15.00 
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Watt OE SINNED, oi 6 ic cc isccccdsncnesavasa 204.50 
Gb 4 6 0's 800056 senanveecnsabaeyen 40.00 
Salary of bookkeeper. ...............02cceeeeees 60.00 
ee ee 18.50 
Commissions to saleswomen................+005- 144.85 
TOC 75.00 
No.6 io 8S-digro a bere pe bee ete aoe 
Bern ee okies 5a. ebdie ys 55 gona pale wing nae 75.00 
MME Latah a.dro 5.0,5..d cola d etn she vAlMne iata al 14.72 
PO OOPS ELE EE Oe nn me 150.25 
Sentiomery amd orleting. .. ow. cs ccccccscccescses 12.50 
De hu cls oscccs dain cctesuubeke 65.00 
Insurance paid in advance................0..-00. 60.00 
PO IE ooo 6 53 bein pscc00 bc aewaeaee 900.00 
Pe EES 1s oso Ud ted i sends bese veloe 
Ra 6 nk ascnedbernceephdesaenes 225.64 
To trade discount on purchases.............. 
ge ee err er 
SOO PER ee COT OPE 7.82 
Ree GN INTE 6. os vee icccccccesccean 
Cloths RAT G8 vs vies evdies. ole oes ee 10,000 .00 
Rs + 6.6.5 06s nahonse bene 
NG Ss 9.06 t.bardawinesgeseiunne eee 54.63 
ING © oo vo 0 chsh csbwbdedvaih deeaschl 18.21 
i EEE Ree tae! me P 
ois ao snsecnnecaseneneatiennad 9,854.32 
Pe Rs. i. ies SST 
Accounts receivable (new)..............e002ee00: 47.25 
To accounts receivable (old). ................ 
Re ie 6did ons capo vancsonrec 1,970.43 
To accounts payable (new)................-. 
Tebameth Gi GANG DRUID. 06 ooo oo ss cnccccscesase 44.37 
To interest accrued on notes payable......... 
+ ASS eis He eR A ee 8.65 
To interest on bank balance................. 
Wr I os, soak is Ries oo anid urea 17.00 
ii dais. Ader hee oko ae 
Commissions to saleswomen...............---4:: 20.17 
To commissions accrued. ................... 
Provision for depreciation of furniture and fixtures. . 10.00 
To reserve for depreciation of furniture and fix- 
CE. bs aA a Roe eee ken ee eee Rake 6s 
Provision for depreciation of automobile........... 20.00 
To reserve for depreciation of automobile... .. . 
eye ree <a Sy ae 5.00 
To insurance paid in advance...............- 
Ce a a cca audomkens eat eiedcnree® 206 . 39 
"TO QOCOUtE SOCEVERES:.. .. . 5 2 oo eek ces 
FE Ra oss hat 059s Oh cab Mbae ew see 10,427 .69 
IE. 6.0.2 6c cece ba sae eee sien 
PTI oso oS 5 ae wrbehars wavadiaiers Oe Oe 627.58 
To R. J. Dimlawn, proprietor................ 


607.85 


1,277.47 


88.15 
137-49 


7.82 


10,000 .00 


72.84 
9,854.32 
47.25 
1,970.43 
44.37 
8.65 
17.00 


20.17 


10.00 
20.00 
5.00 
206 . 39 
10,427 .69 
627.58 


The two entries next preceding the last require some explana- 
tion. Those referred to reflect the amounts received from cus- 
tomers and paid to creditors respectively. Ostensibly the entries 
showing the transactions for the month covered all the transac- 
tions. In reality some were omitted. The wording was de- 


229 











The Journal of Accountancy 


ceptive and at the same time truthful. This illustrates what is 
known as a “catch” in problems. The statement was made that 
“the transactions for May included the following.” This is 
quite different for example from the statement “ the transactions 
were as follows.” This illustration shows how carefully a prob- 
lem must be read and how the student must ever be upon the 
alert. 

This feature also serves to bring out the application of the 
principles which are involved in finding the “ missing cash ac- 
count ” or the cash balance. It amounts to arriving at conclusions 
by deduction. It is a valuable expedient often in solving prob- 
lems but it is a dangerous one in practice. 

The amounts are determined by building up skeleton ledger 
accounts for the accounts receivable and accounts payable. All 
known amounts are entered on the respective sides including the 
balances carried down. The difference in the account which re- 
sults is attributed to cash received from customers or paid to 
creditors depending upon the account and so treated. The ap- 
plication may be seen in the ledger accounts which appear below: 


ACCOUNTS RECEIVABLE 


Balance, 5/1/10......... $56.05 | Sales returns............ $13.06 
ES leo calc ane x ate «the 218.47 | Sales allowances......... 7.82 
| Balance, 5/31/10......... 47.25 
| 68.13 
| Cagh. .......cscseeeeees 206. 39 
$274.52 $ 274.52 

Balance, 6/1/10......... $47.25 


AccouNTs PAYABLE 








Trade discount.......... $88.15 | Balance, 5/1/10.......... $8,784.10 
Purchase allowances..... 137.49 | Purchases, etc........... 3,839 . 66 
Balance, 5/31/10........ 1,970.43 
$2,196.07 
Ee rey Ca ea 10,427.69 
$12,623.76 $12,623.76 
Balance, 6/1/10.......... $1,970.43 


The working sheet may now be prepared, the journal en- 
tries posted, and the adjustments and extensions made. 
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WORKING SHEET—BOOKS OF R. J. DIMLAWN 


























May, 1910 
Trial ADJUSTMENTS Balance Profit & 
somes Salen May 31, | Month of 
1910 Dr. Cr. 1910 | May, 1910 
Furniture and fix- 
oe ona +] $350.00 $350.00 
erchandise — in- 
ventory........ 9,745-94 $9,854.32 $*(108.38) 
; $3,920.31 1,277-47 
Cash in bank..... 275.06) |} 10,000.00 | 10,427.69 2,705.25 
8.65 
206.39 J 
Petty cash....... 75.62 900.00 i 151.47 t 216.30 
607.85 
13.06 
Accounts receiv- 56.05 218.47 7.82 
eee 206.39 
47-25 
Purchases........ 2,559-05 2,559-05 
Inward freight... . 45-77 45-77 
Inward cartage. .. f 12.00 t 30.21 
18.21 
Automobile. ..... 1,200.00 1,200.00 
Auto expense..... : 50.00 72.84 
22.84 
Sales returns .... 164.53 164.53 
Delivery expense . ; 15.00 t 69.63 
54-63 
Wages of. sales- } 204.50 | 221.50 
WOMIEE «6.50 17.00 ) 
Wages of janitor. . 40.00 40.00 
Salary of book- 
keeper........ 60.00 60.00 
Office expense.... 18.50 18.50 
Commissions to § 144.85 | 165.02 
saleswomen. ... { 20.17 } 
ee ae 
imlawn...... 75.00 75.00 
| Ree 75.00 75-00 
I aie ne tlerncits 14.72 14.72 
Advertising. ..... 150.25 150.25 
Stationery and 
printing....... 12.50 12.50 
Packing supplies. . 65.00 65.00 
Insurance paid in 
advance....... 60.00 5.00 55.00 
Sales allowances. . 7.82 7.82 
Interest on notes 
payable....... 44.37 44.37 
Provision for depr. 
of furniture and 
Sutures... ...... 10.00 10.00 
Provision for depr. 
oo eee 20.00 20.00 
* Credit. 
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Profit & 


























paris! ADJUSTMENTS Balance 

ce, ’ ’ 

Desits April 30, in. Month of 
1910 Dr. Cr. 1910 May, 1910 

Mdse—inventory 

(mew)...... wr 9,854.32 9,854.32 
Accounts receiv- 

able (new)..... 47-25 47.25 
Insurance........ 5.00 5.00 
Profit and loss... . 627.58 627.58 

Total. ..... .|$10,502.67 $14,428.12] $4,373.07 
CREDITS 
225.64 
Accounts payable.| $8,784.10]} 1,970.43 3,839.66 
10,427.69 
R. J. Dimlawn, 
roprietor..... 1,718.57 627.58 | $2,346.15 
SAMOS... ... “rus 4,138.78 $4,138.78 
Trade discount on 

purchases... ... 88.15 88.15 
Purchase  allow- 

_amces.......... 137.49 137.49 
Notes payable... . 10,000.00 | 10,000.00 
Accounts payable 

ee 1,970.43 1,970.43 
Int. accrued on 

notes payable. . 44.37 44.37 
Int. on bank bal- 

EE eee 8.65 8.65 
Wages accrued... 17.00 17.00 
Commissions ac- 

ae 20.17 20.17 
Reserve for depr. 

(ae 10.00 | 10.00 
Reserve for depr. 
eee 20.00 20.00 

se $10,502.67| $43,593-44 |$43,593-44 $14,428.12) $4,373.07 








The above working sheet does not show a scientific arrange- 
ment of the accounts for the reason that it has been built up 


from the journal entries. 


With one or two exceptions it has 


been constructed in the exact order in which the entries appear. 
A scientific arrangement would show the accounts in the order 


in which they would appear in the respective statements. 


The 


working sheet herewith has the advantage from the point of view 
of instruction of affording an opportunity for study in arranging 


the accounts in the statements. 


The accounts are classified with 


regard to the statements. They are proven mathematically and 
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lead to the preparation of the trading and profit and loss account 
and the balance sheet which are now presented. 


R. J. DIMLAWN 


TRADING AND PROFIT AND Loss ACCOUNT FOR THE MONTH ENDED 











May 31, I9gI0. 

DR. TRADING SECTION CR. 
Inventory, Apr. 30, 1910.. $9,745.94 DS décedeucccnecdken’ $4,138.78 
I os. sec 3-535 acme 2,559.05 Trade discount on pur- 

Inward freight.......... 45-77 II oo oct sis ihe eden 88.15 
Inward cartage......... 30.21 Purchase allowances... .. 137.49 
Sales returns........... 164.53 Inventory, May 31, 1910 9,854.32 
Sales allowances........ 7.82 
Delivery expense....... 69.63 
Wages of saleswomen.. . . 221.50 
Commissions to sales- 

rE 165.02 
re 150.25 
Packing supplies........ 65.00 
Balance carried down, be- 

ing gross profit....... 994.02 

$14,218.74 $14,218.74 

DR. PROFIT AND Loss SECTION CR. 

Salary of bookkeeper... . $60.00 Balance brought down, 
Office expense.......... 18.50 being gross profit. .... $994.02 
Stationery and printing. . 12.50 Interest on bank balance 8.65 
i SRP APA are 75.00 
Ss -6: a Alinss edn, aldniiuk oieea 14.72 
Wages of janitor........ 40.00 
ETT ree 5.00 
Interest on notes payable. 44.37 
Provision for depr. F. & F. 10.00 
Provision for depr. auto. . 20.00 
Balance carried down, be- 
ing net profit......... 702.58 
$1,002 .67 $1,002 .67 

DR. PROPRIETORSHIP CR. 
es is isis Sines $75.00 Balance brought down, 

Balance, proprietorship, being net profit....... $702.58 
May 31, I910........ 2,346.15 Balance, proprietorship, 

April 30, I910........ 1,718.57 

$2,421.15 $2,421.15 
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R. J. DIMLAWN 


BALANCE SHEET, MAy 31, IQIO0 


ASSETS 





Furniture and fixtures... $350. 
Automobile. ...... 1,200. 
Merchandise—inv entory. 9,854. 
ett aaa 2,921. 
Accounts receivable. .... 47. 
Insurance paid in advance 55. 
5 ae $14,428 


00 
00 
32 
55 
25 


-12 





LIABILITIES AND CAPITAL 


Notes payable.......... $10,000 .00 
Accounts payable....... 
Wages accrued......... 
Commissions accrued. . 

Interest accrued on notes 


SD ASE? 44.37 


Proprietorship: 


Reserve for 
depr. of fur- 
niture and 
fixtures... . 

Reserve for 
depr. ofauto 20.00 

2,376.15 


$10.00 


Unrestricted . .2,346.15 


Total liabilities and 
capital............. 984,426. 12 


ProBLEM No. 3A (PRACTICE) 


The following is a trial balance of the general ledger of Peter 


Millard for the year ended December 31, 


DEBITS 
Land and buildings..... $80,000. 
Furniture and fixtures. . 1,500 
Er cto S aida 0440 0-4 « 2,465 
Accounts receivable.... 12,000 
Notes receivable. ...... 5,000 
Mdse—inventory, Jan. I, 

i RE Sse 18,000 
ES Ss 25 4. <o.4-n'9-« 20,000 
Sales returns.......... 100. 

“Salesmen’s commissions. 2,500. 
Advertising. . eee 1,000. 
Heat and light. . oy 50. 
Office salaries.......... 75. 
Office expenses. . 25 
Salary—Peter Millard . 2,500. 
BMOUPRINOS. . ww cess 144 
ND hak ie areas 1,350. 
Interest on notes payable 15. 

Re ee $146,724. 


8/ssseessesssss geese 


1911, before closing. 


CREDITS 
OS ES es $106,329.00 
Accounts payable...... 7,500.00 
Notes payable......... 3,000 .00 
Reserve for depreciation: 
| re 2,000 .00 
Furniture and fixtures 75.00 
Drawing account, P. 
ipa Gee ees 50.00 
AR ote ace 25,000.00 
Trade discount on pur- 
heats als « barkess 500.00 
Interest on notes receiv- 
able. 250.00 
Interest on bank balance 20.00 
Rent—income......... 2,000.00 
BR ha x0 Pec SON $146,724.00 


The inventory of merchandise at December 31, 1911, was val- 
ued at $22,475. The insurance unexpired was $44. There were 
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invoices for purchases amounting to $350 not on the books 
although the goods were received prior to December 31st. The 
light bill for December amounting to $12 is not included in the 
above. There is also an item of $10 for interest on a cus- 
tomer’s account to be considered. 

Prepare: 


(a) Trading and profit and loss account for the year 
ended December 31, 1911. 
(b) Balance sheet—December 31, rgII. 





The Society of Certified Public Accountants of the 
State of New Jersey 


At the annual meeting of the Society of Certified Public Accountants 
of the State of New Jersey the following officers were elected for the 
ensuing year: 

President, Clarkson E. Lord; vice president, Benjamin F. Pabodie; 
secretary, Frank G. DuBois; treasurer, Edwin G. Woodling; trustees, W. 
Sanders Davies, T. Cullen Roberts, Elial T. Foote, and James M. Lewis; 
auditors, Frank H. Woodruff, Jr., and Arthur Wright. 





Announcements 


Messrs. Child & Byrnes, 31 Nassau Street, New York, announce that 
Mr. Keith Lanneau Baker, B.C.S., C.P.A., has been admitted to member- 
ship in the firm, the practice of which will hereafter be conducted under 
the firm name of Child, Byrnes & Baker. 


Mr. Paul-Joseph Esquerré, for the last two years instructor of ac- 
counting at the N. Y. University S. of C., A. & F. (resigned), announces 
that he has opened an office for the practice of accounting at 32 Broad- 
way, New York. 
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Correspondence 
Relation of Interest to Cost 


To THE Eprtor, JouURNAL oF ACCOUNTANCY: 


Even Homer nods. Mr. A. Lowes Dickinson’s article in the December 
Journal, entitled “ The Fallacy of Including Interest and Debt as Cost,” 
is up to his usual high standard in expression and style, but I fear that 
he has been somewhat unhappy in his conclusions. 

It is not the purpose of this brief reply to take issue with Mr. Dickin- 
son in the matter of the number of accountants who agree with him 
that it is wrong practice to “ include interest and rent as part of the cost 
of manufacture.” I should rather wish to direct his attention to the 
main issue, namely, is the matter he condemns good or bad practice? 

I fear that Mr. Dickinson, in common with many students who are 
still under the influence of the classical school in economics, fails to dis- 
tinguish between social cost and individual cost. The Austrian econo- 
mists, Boehn-Bawerk and von Wieser, together with the younger gener- 
ation of American economic philosophers, in establishing their “ marginal 
utility”’ and “ productivity” theories, have done much to clarify the 
atmosphere. 

As an illustration of the economic fallacy involved in Mr. Dickinson’s 
reasoning, let us consider the following example. Say that the present 
production of a certain commodity is 1,000,000 pounds and that the market 
price is $1.00. Now assume that the demand is increased to 1,500,000 
pounds, but that all the producers who were originally included, represent 
all who can produce for the $1.00 market. In order to have the increased 
demand satisfied, the consumers make the price more attractive. But this 
means that the market price must be raised for all. Thus, though general 
cost has not changed, the selling price has. Economists were wont to 
point out that changes in price were not reflected in cost, and this was, 
and is, true of social cost, but in the very nature of things cannot be true 
of individual costs. What Mr. Dickinson has written is true of social 
cost, but the accountant is concerned only with the cost to the individual 
producer. 

So much for the negative of the proposition. I wish, now, to submit 
a few positive points in favor of including rent and interest in establish- 
ing manufacturing cost. Every manufacturer is also a trader. As a 
trader, he is interested in the essential elements; cost and proceeds. His 
trading profit depends upon a number of factors, among them the prime 
cost of the goods dealt in. It must be clear that if these goods could 
be acquired more cheaply from others, other circumstances remaining un- 
changed, it would be a foolish policy to continue manufacturing. But 
how can the relative costs be obtained except by a comparison between 
the market price of manufactured goods “sold to the trade” and one’s 
own cost of manufacturing? I submit that the latter figure would be 
defective if it failed to take into consideration the rent paid for the use 
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of the manufacturing premises, together with the interest on the capital 
represented by the plant. 

I feel that Mr. Dickinson must agree with the foregoing proposition, 
but may again object to the inclusion of interest and rent, on the ground 
already so clearly presented in his article. But to do so, is hardly com- 
plimentary to the many competent accountants, among whom none is 
more able or honored than Mr. Dickinson himself. I grant that the 
task involved is no easier than pointed out, but the certified public ac- 
countant has surmounted more stubborn obstacles, and he will not permit 
the difficulty in question to halt him. 


Even Homer nods—but we love him still. 
JoserH J. Kien. 





A Problem in Employers’ Obligation 


Epitor JoURNAL OF ACCOUNTANCY: 


The writer wishes to get some information, either from you or some 
of your readers. 

A is engaged in the mercantile business and employs B practically to 
manage said business. In addition to a salary, B is to receive one third 
of the net profits. Nothing is mentioned in their agreement as to charg- 
ing off depreciation. For four consecutive years, the books are closed 
and profits divided as per agreement, and no depreciation is charged off. 

At the end of the first ten months of the fifth year, A finds that the 
business is gradually decreasing, and gets a very flattering offer to sell 
out. An inventory is taken and A includes goods in this inventory at 
less than cost price, to satisfy claims of purchaser. Profit and loss state- 
ment is prepared, using inventory figures as paid for by purchaser, and 
in addition, A takes off a certain amount for depreciation on machinery, 
etc.; which is included in profit and loss statement. 

When A attempts to settle with B, the latter claims he should not be 
asked to participate in these deductions. Besides, he refuses to accept the 
proposition of A with reference to estimating what the profit would be 
for the two months of his unexpired agreement, which was ascertaining 
the percentage of profit with respect to sales for the first ten months, 
and calculating this per cent on the sales of purchaser. 

B submits a proposition to base the estimated profit for last two 
months of the unexpired agreement on the profit for the same two months 
of the two previous years. He proposes to do this by taking the daily 
profit sheets, which are estimated, and, by using the actual profit, estab- 
lish a percentage of increase or decrease in connection with estimated 
profit. A declines this proposition for the reason that the two years 
which B wants to use are better than the first two of the agreement. 

After compiling some statistics, it is found that the first ten months 
of the fifth year are the poorest in the history of the business, without 
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considering any reductions in merchandise or charging off any deprecia- 
tion, and the outlook for the last two months of the fifth year seem very 
discouraging. 

A and B cannot come to any agreement, and B has instituted suit. 
What would appear the fairest manner in estimating the profits for the 
last two months of the fifth year? 


SUBSCRIBER. 





Obituary 


Members of the American Association of Public Accountants will have 
learned with deep regret of the death of the wife of Mr. John R. Loomis, 
which occurred on February toth at the residence, 250 West 88th Street, 
New York. The funeral services were held at Glens Falls, New York, 
on Monday, February rath. 

Mrs. Loomis was the eldest daughter of the late Hon. R. N. Little, 
founder and president of the Glens Falls Insurance Company. 
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Book Department 


THF SCIENCE OF ACCOUNTS. By H. C. Benttey, C.P.A. Pub- 
lishe.1 by The Ronald Press Co., New York City. 1911. 390 pp. 
Price, *2.00. 


Mr. Bentley’s book will be found very useful to the large number 
of bookkeepers who are somewhat unfamiliar with the functions of the 
common ledger accounts and who do not cleariy understand the manner 
of compiling statements. Much concrete material is offered in the mat- 
ter of classification of accounts and some excellent illustrations of Bal- 
ance Sheets and Income Statements are presented. 

The work is divided into six parts, as follows: First, Elementary 
Principles and Definitions; second, The Science of Classification; third, 
The Elements of Cost Accounting; fourth, Financial Statements, Their 
Forms and Arrangement; fifth, C.P.A. Examination Questions on the 
Theory of Accounts; and sixth, Special Classification of Ledger Accounts. 

Part I gives the reader an unfavorable impression of the work, begin- 
ning as it does with a quotation forming the entire first chapter, and 
exhibiting no attempt at coherence or logical order in the arrangement of 
the material following. It consists of 75 pages of miscellaneous assort- 
ments of definitions loosely arranged under various chapter headings. 
Chapter four, a treatment of the nature, the method of incorporating and 
the financing of corporate organizations, seems a forced digression. 

In the preface the author offers this apology: “ The definitions and 
discussions of Part I of the present volume may seem disconnected but 
it will be recognized by anyone familiar with the science that it is im- 
possible to present a series of definitions covering the elements of double 
entry bookkeeping in an exact logical order of development.” Yet he is 
not entirely discouraged with his attempt, for “‘ The author believes the 
present volume is the only generally available publication in which the 
principles of modern accounting as established by the best practice, may 
be found.” Again, “ The definitions are, the author believes, correct and 
in accord with the best modern practice. ... It will be found to con- 
tain all those principles which are required to a clear understanding of 
the science of accounts.” 

It is difficult to detect any well defined principles in the entire sec- 
tion, while the lack of clearness in his definitions may be surmised from 
the following quotations: 

“ Single Entry Bookkeeping. Single entry is the recording of busi- 
ness transactions without regard to scientific principles. The term is 
rightly applied to any method of recording business transactions, other 
than by the double entry method.” (P. 17.) 

“Double Entry Bookkeeping. Scientific Bookkeeping, known as the 
double entry method, is the act ot classifying and recording business 
transactions in chronological sequence and in such a manner as to show 
the effects which all business transactions and necessary bookkeeping ad- 
justments have upon the assets, liabilities, capital, surplus, and expenses 
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of the business.” (P. 18.) He seems to have retained the idea, devel- 
oped in a previous book, that double entry bookkeeping and scientific 
bookkeeping, are synonymous terms. “A controlling account is one kept 
in the general ledger for the purpose of controlling (i.e. proving the 
accuracy of) some subsidiary record.” (P. 29.) 

The chief value of the book is found in Part II, the Science of 
Classification (although the word “ science,” used so liberally in this book, 
will convey little meaning here), and Part IV, Financial Statements. 

In the treatment of mercantile and manufacturing accounts, the author 
has followed the general plan used by the Interstate Commerce Commis- 
sion in prescribing its classification of accounts for common carriers. 
Thus, “‘ The science of classification is developed in the following chapters 
by defining the functions and balances of all the ledger accounts common 
to both mercantile and manufacturing businesses and where it seemed 
necessary, by a brief discussion of any special features of the various 
accounts.” (P. 85.) 

Any bookkeeper may very profitably make a study of this part of the 
work as a guide to his own practice. There is great need for more 
uniformity in accounting terminology and practice, and Mr. Bentley has 
set a good model for such standards. His definitions of functions are 
somewhat arbitrary and not always trustworthy; and his expositions of 
principles involved are very meager, but his classification and functions are 
perhaps the most complete that have yet appeared and should serve as a 
basis for further development and refinement. 

The recent discussion as to the question of inclusion of interest in 
operating expense should have served to prevent the author from falling 
into the inconsistency of charging Interest on Mortgage to Maintenance 
of Real Estate (p. 163) when he takes the position elsewhere (p. 132) 
that interest should be closed into Profit and Loss. 

One fails to see why Patent Rights should be charged to Manufactur- 
ing, p. 200. It seems apparent that a patent is obtained solely for pro- 
tecting the sale of the article, to enable the seller to obtain a better 
price, and is therefore a proper charge to Trading. 

It would seem that a book possessing genuine merit need not con- 
trast itself with “ most of our commercial school text books” and “ sup- 
posedly modern text books” by printing forms and rules of the latter 
side by side with its own rulings. 

The section on Cost Accounting is rather brief to be of much value. 
Part IV on Financial Statements will be found valuable as furnishing 
illustrative material for these subjects. The final part (VI) devoted to 
“ Classification of accounts for various lines of business” will be found 
very helpful to accounting students interested in Banking, Real Estate 
Companies, Amusement Enterprises, Libraries, Clubs, etc. 

The writer believes with the author that “there is a lack in the field 
of text books of this nature,” but regrets to confess disappointment in 
the fact that this book fails to measure up to the requirements. 


University of Minnesota. C. H. Preston. 














